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NORTHERN LIGHTS AND PROCUREMENT 
PLIGHTS: THE EFFECT OF THE ANC PRO- 
GRAM ON FEDERAL PROCUREMENT AND 
ALASKA NATIVE CORPORATION 


WEDNESDAY, JUNE 21, 2006 


House of Representatives, Committee on Govern- 
ment Reform, joint with the Committee on Small 
Business, 


Washington, DC. 

The committees met, pursuant to notice, at 1 p.m., in room 2154, 
Rayburn House Office Building, Hon. Tom Davis of Virginia (chair- 
man of the Committee on Government Reform) presiding. 

Present from the Committee on Government Reform: Representa- 
tives Tom Davis, Platts, Schmidt, Waxman, Cummings, Watson, 
Van Hollen, Ruppersberger, and Norton. 

Present from the Committee on Small Business: Representatives 
Manzullo, Bartlett, Velazquez, Lipinski, Bordallo, Barrow, and 
Moore. 

Staff present from the Committee on Government Reform: David 
Marin, staff director; Keith Ausbrook, chief counsel; Patrick Lyden, 
parliamentarian; Rob White, communications director; Andrea 
LeBlanc, deputy director of communications; Edward Kidd, profes- 
sional staff member; John Brosnan, procurement counsel; Teresa 
Austin, chief clerk; Sarah D’Orsie, deputy clerk; and Leneal Scott, 
computer systems manager. 

Chairman Tom Davis. The meeting will come to order. I want to 
welcome everybody to today’s joint hearing with the Small Busi- 
ness Committee on the awarding of contracts by Federal agencies 
to Alaska Native Corporations [ANCs], participating in the Small 
Business Administration’s 8(a) program. 

I want to extend a special welcome to Chairman Manzullo and 
Ranking Member Velazquez and all members of the Small Busi- 
ness Committee participating in the hearing today. Further, we are 
honored by the participation of our distinguished member from 
Alaska and chairman of the Committee on Transportation and In- 
frastructure, the Honorable Don Young, who will be our lead-off 
witness. 

Over the last few years, the increased participation of ANCs in 
the Government market through the use of non-competitive con- 
tracts has spawned various newspaper articles and concerns that 
the Government’s competitive acquisition system is being cir- 
cumvented. Therefore, our committee and the Small Business Com- 
mittee tasked the Government Accountability Office to review the 


( 1 ) 
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role of ANCs in our competitive acquisition system and within the 
SBA’s 8(a) program. The GAO report issued this April showed that 
sole-source awards to ANCs have been on the rise in recent years 
and that SBA has not tailored its policies and practices to account 
for ANC’s unique status and growth in the 8(a) program. 

Through this hearing today, I want to explore the impact of the 
special exemption to the standard of full and open competition 
granted ANCs. I also expect to hear about SBA’s management of 
the program and whether the Alaska Native people are receiving 
the appropriate benefits from the acquisition advantages they have 
been given. I recognize that the ANC program has a complex back- 
ground and that the ANCs were created in a context independent 
of any participation in the acquisition system. 

The Alaska Native Claims Settlement Act was enacted in 1971 
to resolve land claims and to foster economic development for the 
Alaska Native people. ANCs were established under the act to be- 
come the vehicle for distributing land and monetary benefits in lieu 
of a reservation system. ANCs are to be used for the benefit of 
Alaska Native peoples. Alaska Natives are eligible for membership 
in the ANC for their village and locality and, as shareholders, are 
entitled to a voice in management and a share in the assets and 
income. A part of this income in many but not all of the ANCs 
comes from Government contract revenues. 

ANCs have been permitted since 1986 to participate in the SBA 
8(a) program. The 8(a) program was established to help socially 
and economically disadvantaged groups start small businesses and 
develop them, at least in part by contracting with the Federal Gov- 
ernment. Under the program. Federal agencies are allowed to 
award contracts without competition to small businesses that are 
certified by the SBA as 8(a) firms. 

For most firms, these sole-source awards are limited to $5 mil- 
lion for manufacturing and $3 million for other goods and services. 
Acquisitions above these thresholds must be competed among eligi- 
ble 8(a) certified small businesses, but these limitations don’t apply 
to ANC firms participating in the 8(a) program. 

ANCs are subject to different requirements than other 8(a) firms 
in a number of respects. For example, ANCs are not subject to the 
affiliation rule which requires other 8(a) small business to count af- 
filiates or subsidiaries of the business to determine whether the 
business concern is small. 

The GAO review of the ANC program found that expenditures 
obligated to ANC firms through the 8(a) program have grown from 
$265 million in 2000 to $1.1 billion in 2004. My concern is centered 
on GAO’s finding that the spending of six Federal agencies — DOD, 
Energy, Homeland Security, Interior, State, Transportation, and 
NASA — through sole-source contracts to ANC firms rose from 
about $180 million in 2000 to $876 million in 2004. 

These sole-source contracts represented a broad range of services 
such as contracts for construction in Brazil, training of security 
guards in Iraq, and information technology services in Washington, 
DC. 

According to the GAO report, agency officials said they had used 
ANC firms as a quick, easy, and legal method of awarding con- 
tracts of any value. At the same time, the officials noted these con- 
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tracts helped them meet small business goals. It is notable, I think, 
that nowhere in the GAO report is there a statement that the con- 
tracts were awarded to ANCs because of the quality or value of 
performance offered. Further, according to GAO, SBA has not tai- 
lored its policies and practices to account for ANCs’ unique status 
in the 8(a) program or their growth in Federal contracting. 

I have concerns about the impact of this program on our already 
overburdened competitive acquisition system. Ideally, the system is 
designed to permit all segments of the global competitive market 
to contend to provide our Government with the best value goods 
and services available, but we have increasingly burdened our sys- 
tem with restrictions on competition. We prohibit acquisitions from 
overseas suppliers, and we limit competition to a bewildering array 
of special types of businesses. While these various restrictions often 
have laudable social goals, they all come at a price. Whenever com- 
petition is limited for reasons that are not tied to the needs of the 
Government, taxpayers pay the price in quality and cost. 

I hope this hearing today will clarify the impact of the ANC pro- 
gram on our competitive acquisition process and the value of the 
ANC program to the Alaska Native people. I look forward to the 
witnesses’ views on ways to improve the management, oversight, 
and structure of the ANC program, so that appropriate benefits go 
to the Alaska Native people and taxpayers get the benefit of the 
best value goods and services available from the marketplace. 

I will now recognize Mr. Manzullo, the chairman of the Small 
Business Committee, and then I will go to Mr. Waxman and Ms. 
Velazquez. 

[The prepared statement of Chairman Tom Davis follows:] 
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Opening Statement of Chairman Tom Davis 

“Northern Lights and Procurement Plights: The Effect of the ANC 
Program on Federal Procurement and Alaska Native Corporations” 

June 21, 2006 
1:00 p.m. 

Room 2154, Rayburn House Office Building 


Good afternoon, I would like to welcome everyone to today’s joint 
oversight hearing with the Small Business Committee on the awarding of 
contracts by Federal agencies to Alaska Native Corporations (ANCs) 
participating in the Small Business Administration’s 8(a) program. I would 
like to extend a special welcome to Chairman Manzullo and Ranking 
Member Velazquez and all of the Members of the Small Business 
Committee participating in our hearing today. Further, we are honored by 
the participation of the distinguished Member from Alaska, and Chairman of 
the Committee on Transportation and Infrastructure, the Honorable Don 
Young who will be our lead off witness. 

Over the last few years, the increased participation of ANCs in the 
government market through the use of non-competitive contracts has 
spawned various newspaper articles and concerns that the Federal 
government’s competitive acquisition system was being circumvented. 
Therefore, our Committee and the Small Business Committee tasked the 
Government Accountability Office (GAO) to review the role of ANCs in our 
competitive acquisition system and within the SBA’s 8(a) program. The 
GAO report, issued this April, showed that sole-source awards to ANCs 
have been on the rise in recent years and that SBA has not tailored its 
policies and practices to account for ANCs’ unique status and growth in the 
8(a) program. 

Through this hearing, I hope to explore the impact of the special 
exemption to the standard of full and open competition granted ANCs. I also 
expect to hear about SBA’s management of the program and whether the 
Alaska Native people are receiving the appropriate benefits from the 
acquisition advantages they have been given. I recognize that the ANC 
program has a complex background and that the ANCs were created in a 
context independent of any participation in the acquisition system. 
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The Alaska Native Claims Settlement Act was enacted in 1971 to 
resolve land claims and to foster economic development for the Alaska 
Native people. ANCs were established under the act to become the vehicle 
for distributing land and monetary benefits in lieu of a reservation system. 
ANCs are to be used for the benefit of Alaska Native people. Alaska 
Natives are eligible for membership in the ANC for their village or locality 
and, as shareholders, are entitled a voice in management and a share in the 
assets and income. A part of this income in many, but not all, of the ANCs 
comes from government contract revenues. 

ANCs have been permitted since 1986 to participate in the SBA 8(a) 
program. The 8(a) program was established to help socially and 
economically disadvantaged groups start small businesses and develop them, 
at least in part, by contracting with the Federal government. Under the 
program, federal agencies are allowed to award contracts without 
competition to small businesses that are certified by the SBA as 8(a) firms. 
For most firms, these sole-source awards are limited to $5 million for 
manufacturing and $3 million for other goods and services. Acquisitions 
above these thresholds must be competed among eligible 8(a) certified small 
businesses. These limitations do not apply to ANC firms participating in the 
8(a) program. ANCs are subject to different requirements than other 8(a) 
firms in a number of respects. For example, ANCs are not subject to the 
“affiliation rule” which requires other 8(a) small businesses to count 
affiliates or subsidiaries of the business to determine whether the business 
concern is “small.” 

The GAO review of the ANC program found that expenditures 
obligated to ANC firms through the 8(a) program have grown significantly, 
from $265 million in 2000 to $1 . 1 billion in 2004. My concern is centered 
on GAO’s finding that the spending of six federal agencies, the Departments 
of Defense, Energy, Homeland Security, Interior, State, Transportation and 
NASA, through sole-source contracts to ANC firms rose from about $180 
million in 2000 to $876 million 2004. These sole -source contracts 
represented a broad range of services, such as contracts for construction in 
Brazil, training of security guards in Iraq, and information technology 
services in Washington, D.C. 
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According to the GAO report, agency officials said that they use ANC 
firms as a quick, easy, and legal method of awarding contracts of any value. 
At the same time, the officials noted that these contracts help them meet 
small business goals. It is notable, I think, that nowhere in the GAO report is 
there a statement that the contracts were awarded to ANCs because of the 
quality or value of the performance offered. Further, according to GAO, 
SBA has not tailored its policies and practices to account for ANCs' unique 
status in the 8(a) program and their growth in federal contracting. 

I worry about the impact of this program on our already overburdened 
competitive acquisition system. Ideally, the system is designed to permit all 
segments of the global competitive market to contend to provide our 
government with the best value good and services available. Yet we have 
increasingly burdened our system with restrictions on competition. We 
prohibit acquisitions from some overseas suppliers and we limit competition 
to a bewildering array of special types of businesses. While these various 
restrictions often have laudable social goals, they all come at a price. 
Whenever competition is limited for reasons that are not tied to the needs of 
the government, taxpayers pay the price in quality and cost. 

I hope this hearing will help clarify the impact of the ANC program 
on our competitive acquisition process and the value of the ANC program to 
the Alaska Native people. I look forward to the witnesses’ views on ways to 
improve the management, oversight, and structure of the ANC program so 
that appropriate benefits go to the Alaska Native people, and taxpayers get 
the benefit of the best value goods and services available from the 
marketplace. 
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Chairman Manzullo. Thank you. Good morning and welcome to 
this joint hearing by the Committee on Government Reform and 
the Committee on Small Business. Special thanks to those wit- 
nesses who have come a great distance to participate and attend 
this hearing. 

I welcome this hearing since there have been various newspaper 
articles concerning the increased use of Alaska Native Corpora- 
tions. This increased use is the subject of a U.S. Government Ac- 
countability Office study released in April of this year. GAO found 
that the amount of 8(a) contracts going to ANCs increased from 
$265 million in fiscal year 2001 to $1.1 billion in 2004, which rep- 
resents 13 percent of all the 8(a) contract dollars in that year. 

Federal agencies have awarded large sole-source contracts to 
Alaska Native Corporations since they enjoyed statutory advan- 
tages not enjoyed by other 8(a) contractors. Federal agencies may 
award contracts on a sole-source basis to Alaska Native Corpora- 
tions without reference to the dollar value of the contract. Other 
8(a) contractors must compete among themselves if the procure- 
ment is in excess of $5 million for manufacturing or $3 million for 
services and goods. 

In addition, Alaska Native Corporations are not subject to the af- 
filiation rule which requires for other certified 8(a) small busi- 
nesses that affiliates or subsidiaries of the small business be count- 
ed in determining the size of a business concern. The result is that 
the Alaska Native Corporations, including their subsidiaries, can 
grow to large businesses in comparison with other 8(a) small busi- 
nesses that are constrained by size standards. In fact, the GAO re- 
port states that for fiscal year 1988 to 2005, Alaska Native Cor- 
porations 8(a) subsidiaries increased from one subsidiary owned by 
one ANC to 154 subsidiaries owned by 49 ANCs. 

Alaska Native Corporations have used their procurement advan- 
tages to help stockholders of the corporations in Alaska with var- 
ious benefits being enjoyed by Alaska Natives including dividends, 
jobs, education, scholarships, etc. 

Again, I welcome this hearing as another means of getting the 
facts concerning Alaska Native Corporations enrolled in the 8(a) 
contracting program. I want to thank my good friend and colleague. 
Chairman Davis for joining with the Committee on Small Business 
and holding this hearing. 

Chairman Tom Davis. Thank you very much. 

Mr. Waxman. 

Mr. Waxman. Thank you very much, Mr. Chairman, for holding 
this hearing on Federal contracts with Alaska Native Corporations. 

On Monday, I released a major report entitled “Dollars, Not 
Sense: Government contracting under the Bush Administration.” 
This report, which is based on a review of over 500 Government 
audits, is the first comprehensive assessment of Federal contract- 
ing under the Bush Administration. I would like to ask that this 
report be made part of today’s hearing record. 

Chairman Tom Davis. Without objection. 

Mr. Waxman. As the report documents, procurement spending 
has grown rapidly over the last 5 years, nearly twice as fast as the 
rest of the Federal budget, and the result is that 40 cents of every 
discretionary Federal dollar now goes to private contractors, which 
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is a record level. Unfortunately, while contract spending has 
soared, oversight has been discouraged and accountability under- 
mined. The result is that mistakes have been made in virtually 
every step of the contracting process, from pre-contract planning 
through contract award and oversight to recovery of contract over- 
charges. Contractors get rich, and taxpayers get gouged. 

The report identifies 118 contracts worth $745 billion that have 
experienced significant overcharges, wasteful spending or mis- 
management over the last 5 years. Well, that is the big picture. 

True, we are going to focus today on one small but important 
part of the problem, and I think it is an important one as we put 
it in the context of this bigger picture. Today, we are going to look 
at Federal contracts with Alaska Native Corporations. 

This is our first hearing on these contracts, but Chairman Davis 
and I began our oversight of this issue over a year ago. To lay a 
foundation of this hearing, we jointly asked the Government Ac- 
countability Office to investigate, and we requested contract docu- 
ments from the Departments of the Defense, Homeland Security, 
and State. 

Our investigation is focused on the special contracting privileges 
that Alaska Native Corporations [ANCs], have under Federal law. 
Federal contracting law provides a valuable but limited privilege 
for small minority and economically disadvantaged businesses. 
Under Section 8(a) of the Small Business Act, these companies can 
be awarded contracts worth up to $5 million without competition, 
but a 1986 law eliminated the $5 million ceiling for all Alaska Na- 
tive Corporations. The result is that Alaska Native Corporations 
can be awarded Federal contracts of any size without competition. 

What both the GAO investigation and the contracting report I re- 
leased found is that this contracting “fiexibility” has been grossly 
abused by the Bush administration. In 2000, the last year of the 
Clinton administration, Alaska Native Corporations received only 
$265 million in Federal contracts. Four years later, spending on 
these contracts has ballooned to over $1 billion per year. 

The original purpose of the special ANC contracting privileges 
was to encourage economic opportunities for Alaskan natives living 
in Alaska, but the administration has used ANC contracts to man- 
age commercial property in Virginia, renovate buildings in Brazil, 
and train security guards in Iraq, and much of the work has been 
done by non-Native companies working as subcontractors. In effect, 
the contracts become a convenient vehicle for circumventing open 
competition requirements at a great expense to the taxpayers. 

Today, I am releasing an analysis of some of the documents that 
the committee has received. The documents show how congres- 
sional pressure has been placed on agency officials to provide spe- 
cial treatment to Alaska Native Corporations in contracting ac- 
tions. They also show that the Alaska Native Corporation received 
large fee awards, despite repeatedly receiving poor security per- 
formance evaluations. I would like to ask that this analysis and the 
documents it cites be made part of the hearing record. 

Chairman Tom Davis. Without objection. 

Mr. Waxman. When GAO examined how Federal agencies are 
using the ANC contracting provisions, it found the administration 
officials view the provisions as “an open checkbook.” GAO also 
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found almost no evidence that contracting officials are effectively 
enforcing the legal requirements that at least 50 percent of the 
work under these contracts be performed by Alaska Native Cor- 
porations rather than large non-Native subcontractors. 

In one case identified by GAO, an agency wanted to contract 
with a particular company but could not award a no-bid contract 
directly to that company. The agency solved the problem. They 
awarded a passthrough contract to an ANC and required it to sub- 
contract with the favored company. 

The abuse of the ANC provision has been costly to the taxpayers, 
in one case described by GAO, the State Department awarded a no- 
bid contract to an ANC even though its initial proposed price was 
double the Government’s cost estimate. In another case, rather 
than buying water and fuel tanks directly from a manufacturer, 
the Army awarded a no-bid contract to an ANC which had the ef- 
fect of adding an unnecessary layer of fees to the contract. When 
an ANC was used to provide emergency classrooms after Hurricane 
Katrina, prices again doubled. 

The special contracting privileges for Alaska Native Corporations 
were established with the best of intentions, but along the way and 
especially over the last 5 years, these good intentions have been re- 
placed by avarice and indifference to the interests of the U.S. tax- 
payer. Fundamental changes in the law are needed, and I hope this 
hearing will be the first step on the road to reform. 

Thank you. 

[Note. — The April 2006 GAO report entitled, “Contract Manage- 
ment, Increased Use of Alaska Native Corporations’ Special 8(a) 
Provisions Calls for Tailored Oversight, (jrAO-06-399” may be 
found in committee files.] 

[The prepared statement of Hon. Henry A. Waxman follows:] 
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Opening Statement of 

Rep. Henry A. Waxman, Ranking Minority Member 
Committee on Government Reform 
Joint Hearing with 
Committee on Small Business on 
“Northern Lights and Procurement Plights: The Effect of the 
ANC Program on Federal Procurement and ANCs” 

June 21, 2006 


Thank you, Mr. Chairman, for holding this hearing on federal 
contracts with Alaska Native Corporations. 


On Monday, I released a major report entitled; Dollars, Not 
Sense: Government Contracting under the Bush Administration. 
This report, which is based on a review of over 500 government 
audits, is the first comprehensive assessment of federal contracting 
under the Bush Administration. I ask that this report be made part 
of today’s hearing record. 


As the report documents, procurement spending has grown 
rapidly over the last five years, nearly twice as fast as the rest of 
the federal budget. The result is that 40 cents of every 
discretionary federal dollar now goes to private contractors, a 
record level. 



11 


Unfortunately, while contract spending has soared, oversight 
has been discouraged and accountability undermined. The result is 
that mistakes have been made in virtually every step of the 
contracting process: from pre-contract planning through contract 
award and oversight to recovery of contract overcharges. 

Contractors get rich, but taxpayers get gouged. The report 
identifies 118 contracts worth $745 billion that have experienced 
significant overcharges, wasteful spending, or mismanagement 
over the last five years. 

That’s the big picture. Today, we are going to focus on one 
small but important part of the problem: federal contracts with 
Alaska Native Corporations. 

This is our first hearing on these contracts, but Chairman 
Davis and I began our oversight of this issue over a year ago. To 
lay a foundation for this hearing, we jointly asked the Government 
Accountability Office to investigate and we requested contract 
documents from the Departments of Defense, Homeland Security, 
and State. 
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Our investigation has focused on the special contracting 
privileges that Alaska Native Corporations, or ANCs, have under 
federal law. Federal contracting law provides a valuable but 
limited privilege for small minority and economically 
disadvantaged businesses: under section 8(a) of the Small 
Business Act, these companies can be awarded contracts worth up 
to $5 million without competition. But a 1986 law eliminated the 
$5 million ceiling for all Alaska Native Corporations.. The result 
is that Alaska Native Corporations can be awarded federal 
contracts of any size without any competition. 

What both the GAO investigation and the contracting report I 
released found is that this contracting “flexibility” has been grossly 
abused by the Bush Administration. In 2000, the last year of the 
Clinton Administration, Alaska Native Corporations received only 
$265 million in federal contracts. But four years later, spending on 
these contracts had ballooned to over $1 billion per year. 

The original purpose of the special ANC contracting 
privileges was to encourage economic opportunities for Alaska 
Natives living in Alaska. But the Administration has used ANC 
contracts to manage commercial property in Virginia, renovate 
buildings in Brazil, and train security guards in Iraq. And much of 
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the work has been done by non-Native companies working as 
subcontractors. In effect, the contracts become a convenient 
vehicle for circumventing open competition requirements at great 
expense to the taxpayer. 

Today, I am releasing an analysis of some of the documents 
that the Committee has received. The documents show how 
members of Congress from Alaska have pressured agency officials 
to provide special treatment to Alaska Native Corporations in 
contracting actions. They also show that an Alaska Native 
Corporation received large fee awards despite repeatedly receiving 
poor security performance evaluations. I ask that this analysis and 
the documents it cites also be made part of today’s hearing record. 

When GAO examined how federal agencies are using the 
ANC contracting provisions, it found that Administration officials 
view the provisions as - and I quote - an “open checkbook.” GAO 
also found “almost no evidence” that contracting officials are 
effectively enforcing the legal requirement that at least 50% of the 
work under these contracts be performed by the Alaska Native 
Corporation rather than large, non-Native subcontractors. In one 
case identified by GAO, an agency wanted to contract with a 
particular company but could not award a no-bid contract directly 
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to that company. The agency solved this problem by awarding a 
“pass-through” contract to an ANC and requiring it to subcontract 
with the favored company. 

The abuse of the ANC provision has been costly to the 
taxpayer. In one case described by GAO, the State Department 
awarded a no-bid contract to an ANC even though its initial 
proposed price was double the government’s cost estimate. In 
another case, rather than buying water and fuel tanks directly from 
a manufacturer, the Army awarded a no-bid contract to an ANC, 
which had the effect of adding an uimecessary layer of fees to the 
contract. When an ANC was used to provide emergency 
classrooms after Hurricane Katrina, prices again doubled. 

The special contracting privileges for Alaska Native 
Corporations were established with the best of intentions. But 
along the way - and especially over the last five years - these good 
intentions have been replaced by avarice and indifference to the 
interests of the taxpayer. 

Fundamental changes in the law are needed, and I hope this 
hearing will be the first step on the road to reform. 
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EXECUTIVE SUMMARY 

Under the Bush Administration, the 
“shadow government” of private companies 
working under federal contract has exploded 
in size. Between 2000 and 2005, 
procurement spending increased by over 
$175 billion dollars, making federal 
contracts the fastest growing com{x>nent of 
federal discretionary spending. 

This growth in federal procurement has 
enriched private contractors. But it has also 
come at a steep cost for federal taxpayers. 
Overcharging has been frequent, and billions 
of dollars of taxpayer money have been 
squandered. 

There is no single reason for the rising 
waste, fraud, and abuse in federal 
contracting. Multiple causes — inciuding 
poor planning, noncompetitive awards, 
abuse of contract flexibilities, inadequate 
oversight, and corruption — have all played 
a part. The problems are widespread, 
undermining such major initiatives as 
domestic spending on homeland security, 
the rebuilding of Iraq, and the recovery from 
Hurricane Katrina. 

At the request of Rep. Henry A. Waxman, 
this report is the first comprehensive 
assessment of federal contracting under the 
Bush Administration. It is based on a 
review of over 500 reports, audits, and 
investigations by government and 
independent bodies, such as the Government 
Accountability Office, the Defense Contract 
Audit Agency, and agency inspectors 
general. It also draws on interviews with 
experts, the vSpecial Investigation Division’s 
own extensive investigations, data from the 
Federal Procurement Data System, and 
investigative reporting. 

The report reaches three primary 
conclusions: 


• Procurement Spending Is 
Accelerating Rapidly. Between 
2000 and 2005, procurement spending 
rose by 86% to $377.5 billion annually. 
Spending on federal contracts p'ew over 
twice as fast as other discretionary 
feleral spending. Under President 
Bush, the federal government is now 
spending nearly 40 cents of every 
discretionary dollar on contracts with 
private companies, a record level. 

• Contract Mismanagement is 
Widespread. The growth in federal 
contracts has been accompanied by 
pCTvasive mismanagement. Mistake 
have been made in virtually every step 
ofthe contracting process: from pre- 
contract planning through contract 
award and oversight to recovery of 
contract overcharges. 

• The Costs to the Taxpayer Are 
Enormous. The report identifies 118 
federal contracts worth $745.5 billion 
that have been fotmd by government 
officials to include significant waste, 
fraud, abuse, or mismanagement. Each 
of the Bush Administration’s three 
signature initiatives — homeland 
security, the war and reconstruction in 
Iraq, and Hurricane Katrina recovery — 
has been characterized by wasteful 
contract spending. 

Growth in Contracting 

President Bush came into office promising 
to reduce the size of the federal government, 
but he has presided over a large expansion 
of the federal role. Under his 
Administration, the fastest-growing 
component of government is the “shadow 
government” represented by private 
companies doing public work under federal 
contract. In 2000, the federal government 
spent $203.1 billion on contracts with 
private companies. By 2005, this spending 
had soared to $377.5 billion. During this 
period, spending on federal contracts grew 
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at nearly double the rate of other 
discretionary federal spending. Almost half 
of the growth in discretionary spending 
between 2000 and 2005 can be attributed to 
increased expenditures on private 
contractors. 

This procurement spending is concentrated 
on the largest private contractors. The top 
five recipients of federal contracts — 
Lockheed Martin, Boeing, Northrop 
Grumman, Raytheon, and General 
Dynamics — received $80 billion in 2005, 
more than 21% of the total federal contract 
dollars. Just twenty corporations received 
36% of the total dollars awarded in 2005. 
Lockheed Martin, the largest federal 
contractor, received $25 billion in 2005, 
more than the budgets of the Department of 
Commerce, the Department of Interior, the 
Small Business Administration, and 
Congress combined. 

The single fastest-growing federal contractor 
between 2000 and 2005 was Halliburton. In 
2000, Halliburton was the 20th largest 
federal contractor, receiving $763 million in 
federal contracts. By 2005, Halliburton had 
grown to become the 6th largest federal 
contractor, receiving nearly $6 billion in 
federal contracts. 

Contract Mismanagement 

The increase in spending on federal 
contracts under the Bush Administration has 
been accompanied by growing contract 
mismanagement. Recurring problems afflict 
nearly every aspect of contract planning, 
award, and oversight: 

• Award of Noncompetitive 

Contracts Is Increasing. Under the 
Bush Administration, the award of no- 
bid and other noncompetitive contracts 
has ballooned. The dollar value of these 
contracts rose from $67.5 billion in 2000 
to $145 billion in 2005, an increase of 
115%, Without competitive bidding 
under full and open competition, federal 


taxpayers are left vulnerable to 
overpriced contracts, 

• Reliance on Abuse-Prone 
Contract Types Is Increasing. 

Cost-based contracts expose taxpayers 
to increased risk because the 
government pays for all contract 
expenditures. Yet their use has 
increased by over 75% under the Bush 
Administration. Another type of abuse- 
prone contract — the monopoly contract 
— was widely used in Iraq, contributing 
to extensive waste and abuse. 

• Abuse of Contract Flexibilities Is 
Common. Contract flexibilities — in 
particular, “commercial item” authority, 
“other transaction” authority, 
interagency contracts, purchase and 
travel cards, and Alaslm Native 
preferences — have been repeatedly 
misused by officials during the Bush 
Administration. The result has been 
reduced competition and contract 
ovCTsight affecting billions of dollars in 
federal contracts. 

• Poor Contract Planning Is a 
Recurring Problem. Federal officials 
have frequently failed to determine 
government needs and program 
requirements before executing contracts. 
The rq>eated failure to engage in 
responsible contract planning led to 
wasteful federal spending on homeland 
security, the war and reconstruction in 
Iraq, and the response to Hurricane 
Katrina. 

• Contract Oversight Is 
Inadequate. The acquisition 
workforce has not kept pace with the 
growth in federal contracting. The value 
of the contracts overseen by the average 
procurement official rose by 83% 
between 2000 and 2005. In key 
agencies such as the Department of 
Homeland Security, individual contract 
officials have been responsible for 
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overseeing more than $100 million in 
federal contracts. At the same time, 
many contracting officials are under- 
qualified and poorly trained. In Iraq, 
these problems were compounded when 
key oversight responsibilities were 
assigned to private contractors with 
conflicts of interest. 

Auditor Findings Are Disregarded 
and Contractor Performance 
Ignored in Fee Awards. Contractor 
payments, including the award of 
bonuses, are often made without review 
of contractor performance. Evai when 
government auditors identify extensive 
overcharging, these findings are ignored 
by procurement officials. 

Corruption Appears to Be 
Growing. The integrity of the 
procurement process is increasingly 
being called into question. Over 70 
corruption investigations are currently 
underway in Iraq. At least 785 
investigations of criminal activity, 
including procurement fraud and abuse, 
are being pursued in connection with the 
response to Hurricane Katrina. In 2004, 
a senior procurement official at the Air 
Force pled guilty to conspiracy. In 
Sqstember 2005, the top procurement 
official at the White House was indicted 
for lying to investigators and obstructing 
justice. Just two months later, in 
November 2005, a U.S congressman 
pled guilty to accepting bribes to 
influence the award of federal contracts. 


Cosf to the Taxpayer 

This report identifies 1 1 8 contracts 
collectively worth $745.5 billion that have 
experienced significant overcharges, 
wasteful spending, or mismanagement over 
the last five years. In the case of each of 
these 118 contracts, reports from GAO, 
DCAA, agency inspectors general, or other 
government investigators have linked the 
contracts to major problems in 
administration or performance. 

Since 2000, the Bush Administration has 
launched three major contract spending 
“binges.” The first occurred after the attacks 
of September 11, 2001, which led to over 
$19 bUlion in spending on massive but often 
ill-conceived homeland security contracts. 
The second occurred as part of the war in 
Iraq, where the Administration has spent 
over $30 billion on Iraq reconstruction. And 
the third occurred after Hurricane Katrina, 
where $10 billion has been spent so far on 
the restoration of the Gulf Coast. Each 
initiative has been characterized by 
extensive waste, fraud, abuse, and 
mismanagement in contract spending. This 
report describes over 20 problem contracts 
worth nearly $38 billion involving these 
three Administration priorities. 

Federal contracts involving homeland 
security, Iraq, and Hurricane Katrina are by 
no means the only procurement programs 
afflicted by problems over the last five 
years. Weapons acquisition programs at the 
Department of Defense have cost the 
taxpayer billions of dollars through flawed 
contract management. Other agencies have 
experienced similar problems. 
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INTRODUCTION 

President Bush came into office in 2001 as the nation’s first “MBA” President. In 2001, 
the President’s Management Agenda envision^ a government that would be: “Citizen- 
centered, not bureaucracy-centered; Results-oriented; Market-based, actively promoting 
rather than stifling innovation through competition.”’ 

From the start, one key element of the President’s agenda was 
the privatization of government by using contractors to deliver 
government services. The President’s “Management Agenda,” 
which was first presented to Cong^-^s in 2002, promoted a 
“competitive sourcing” initiative desigied to turn over nearly 
half of all federal jobs to the private sector.^ As Mitch Daniels, 
the President’s first head of the Office of Management and 
Budget, stated in 2001 , “the general idea that the business of 
government is not to provide services, but see to it that [services] 
are provided, seems self-evident to me.”3 

Consistent with this privatization policy, the Bush 
Administration has repeatedly turned to contractors to fulfill government responsibilities. 
In 2002, as the wave of homeland security spending was starting. Secretary of Homeland 
Security Tom Ridge invited contractors to submit bids for billions in new spending, 
telling contractors: “The entrepreneurial spirit is a potent weapon against terrorism. We 
look to your enlightened self-interest.”< 

In Iraq, the Bush Administration called on contractors to undertake the work of 
rebuilding and reconstruction. In July 2003, Lt. Gen. Jay Gamer, the first American 
official to oversee the reconstruction effort, acknowledged that the Administration’s 
strategy was to “rebuild the country through contracts.”^ 

The same approach is now being proposed to solve the problem of illegal immigration. 

In May 2006, Homeland Security Deputy Secretary Michael Jackson told potential 
contractors for the Secure Border Initiative, a federal contract to design, build, test, and 
operate a massive new border security system: “We’re asking you to come back and tell 
us how to do our business.”*^ 


' Office of fhe PresiOenf of Ihe UniJed States, The President's Management Agendo Fiscal Year 2002 (oniine at 
wvyw,whi1ehouse.gov/omb/budgef/fy2002/mgmf.pdf} (accessed June 5. 2006). 

2/d. 

2 The Best DealinTown?. Government Executive (Aug. 1.2001). 

* Businesses See Bonanza in Homeland Security, USA Today (July 1 1 , 2002). 

5 PBS Frontline, Truth, Wor, and Consequences: Interview with Gen. Jdy Gamer (July 1 7, 2003) (oniine at 
www.pbs.org/wgbh/pages/frontllne/shows/huih^tenftews/gomef.hfml). 

^ Bush Turns fa Big Miliiary Contractors for Border Control. New York Times (May 1 8, 2006) , 
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At the request of Rep. Henry A. Waxman, this report is the first comprehensive 
evaluation of the award and management of (X>ntract8 under the Bush Administration. It 
is based in large part on a review of ovct 500 reports from government auditors and 
investigators examining individual contracts. These reports include: 

• 211 reports prepared by the Government Accountability Office, the independent, 
nonpartisan auditors and investi^tore working for Congress; 

• 124 reports prepared by the Defense Contract Audit Agency, the agency 
responsible for performing contract audits for the Department of Defense and 
other government agencies; and 

• 1 52 reports prepared by several agraicy inspectors general, who are charged by 
law with oversight of agency management and administration. 

The report also reflects interviews with outside experts, as well as investigations into 
contract abuses conducted by the Special Investigations Division and investigative 
reporters. 

For data on trends in contract spending, the report relies on the Eagle Eye Federal Prime 
Contracts (FPC) Database, a federal procurement database application published by 
Eagle Eye, Inc. The FPC database contains data from 1999 to 2005 that is compil^ from 
the Federal Procurement Data System (FPDS), the federal contract tracking system 
established by the General Services Administration.^ GAO has identified problems wifli 
the completeness and accuracy of the FPDS, but according to GAO, the FPDS is 
“currently the only system providing information on over $300 billion in annual 
government spending”® and is the best available data set for assessing “the impact that 
govemmentwide acquisition policies and processes are having with respect to specific 
geographic areas, markets, and socio-economic goals.”’ 


^ Unless noted otheiwise, data is given fw the fiscol yew, not Ihecotendaryear. 

® Letter from Katherine Schinasi, Mcmoging ESreclor, Acquisition and Sourcing Management, U.S. Government 
Accountability Office, to Office of Marxigemenl arsd Budget Director Joshua B. Bolfen (Sept. 27, 2005} (online 
at www.gao.gov/new.items/d059^.p>df). 

’ Letter from William T. Woods, Drecfor, Acquisitkwi ond Sourcing Monogement, U.S. General Accounting 
Office, to Office ot Monogement and Budget Director Joshua B. Bolten (Dec. 30, 2003) (online at 
wvAv.gao.gov/new.items/d04295r.pdf). 
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I. THE GROWTH IN FEDERAL CONTRACTING 

President Bush, in his own words, “ran on making sure we didn’t grow the size of 
Government.” He has said that “limiting the size and 
scope of government” is one of the “values I hold dear to 
my heart.”* * Y et government has gmwn, not shrunk, under 
President Bush. Total federal expaiditur^ in 2005 were 
$2-5 trillion, compared to $1.8 trillion in 20CK)J2 
‘green’ 

The part of the federal budget that die President has the 
most control over is the “discretionary” budget. 

Discretionary spending hinds the operations of government 
departments and agencies and all federal programs, 
contracts, and grants other than “mandatory” spending 
programs, such as Social Security, Medicare, and 
Medicaid. Discretionary spending has grown from $614.8 
billion in 2000 to $968.5 billion in 2005.*3 

The fastest-growing part of the discretionary budget over the last five years has been 
spending on federal contracts. From 2000 to 2005, procurement spending grew by 86%. 
This is twice as fast as the rest of discretionary spending, which has grown by 43%. 
Spending on federal contracts now consumes nearly 40 cents of every dollar of 
discretionary spending, a record level. 


A. Overall Spending 

Between 2000 and 2005, the federal government’s annual procurement spending rose by 
$174.4 billion, from $203.1 billion in 2000 to $377.5 billion in 2005.''* The largest 
annual increase occurred between 2004 and 2005, when procurement spending jumped 
by $48 billion. See Figure 1. 


President Bush, Remarks of Oak Porfc High School in Kansas City, Missouri {June 17. 2002). 

' ' President Bush, Remarks at a Fundraiser for Representative Tom Lontham in Des Moines, Iowa {Mar. 4, 2002). 

Office of Managerrsen! and Budget, Budget of the United States Government Fiscal Year 2007. Historical 
Tables (Feb. 2006) (online at www.\stiltehouse.gov/omb/budget/fy2007/pdf/hist.pdf). 

’3/d. 

Unless othervk'ise noted, dota on jxocurement spending in the report comes from the Eagle Eye Federal 
Prime Contracts (FPC) datobase oppTicatkx^ for FY 1999-FY 2003, FY 2004, and FY 2005 (Preliminary). 


3 I DOLLARS, NOT SENSE 


President Bush has said that 
“limiting the size and scope 
of government" Is one of the 
“values I hold dear to my 
heart.” Yet total federal 
expenditures have 
increased from $1.8 trillion 
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FIGURE 1: Overall Federal Contract Spending Has Increased 



In percentage terms, procurement spending has increased by 86% between 2000 and 
2005. This is equivalent to an annual increase of 1 3.2% per year under the Bush 
Administration. In contrast, inflation has increased by just 2.6% per year,'^ the gross 
domestic product by just 2.75% per year,'* and the rest of the discretionary federal budget 
by 7.4% per year.'^ 

Between 2000 and 2005, discretionary federal spending increased by $353.7 billion.’® 
Nearly half of this increase — $1 74.4 billion — is due to increased spending on private 
contractors. As a result of the rapid increase in procurement spending, the size of the 
shadow government represented by federal contractors is now at record levels. In 2000, 
33 cents of every discretionary federal dollar was spent on procurement. In 2005, 39 
cents of every discretionary federal dollar was paid to private contractors. 


'5 U.S. Deportment of Labor, Bureau of Labor Sialistics. Inflation Cofcutafor {ontfrie at hftp;//clafo.bls.gov/cg?- 
bin/cpicaic.p!) (accessed MoyS, 2006). 

'* U.S. Department of Commerce, Bureau of Econon^ Analysis, Nofionof Income and Product Accounts Tables 
(online at www.bea.gov) (accessed May 8, 2006). 

Office of Management and Budget, Budget of the Unted States Government. Fiscal Year 2007, Historical 
Tables (Feb. 2006) (online atwww.v\4>}t^x)use.gov/omb/lxKJget/fy2007/pdf/hist.pdfj. 

'8 Id. 
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B. Spending by Department 

Procurement spending is growing at many fedm'al departments. The department with the 
largest growth in contract spending in dollar terms is the Department of Defense. In 
2000, the Defense Department spent $133.5 billion on federal contracts. By 2005, this 
spending had leaped by $136.5 billion to $270 billion, an increase of 102%. In 2005, the 
Defense Department consumed over 70% of the total federal procurement budget. 

The Department of Homeland Security has also seen enormous increases in its 
procurement budget. In 2003, the Department of Homeland Security spent $3.5 billion 
on federal contracts. By 2005, this spending had increased by $6.5 billion to $ 1 0 billion, 
an increase of 1 89%. 

The Department of State had the largest percentage increase in procurement spending of 
any major federal agency over the last five years. In 2000, the Department of State spent 
$1.2 billion on federal contracts. By 2(K)5, this spending grew by $4.1 billion to $5.3 
billion, an increase of 331.9%. Overall, 18 federal agenci^ now have contracting 
budgets in excess of $ 1 billion. See Figure 2. 


FIGURE 2: 

Agencies With Contracting Budgets Over $1 

Billion 

AGENCY 

2000 Con. Budget 

2005 Con. Budget 

% Increase 


S133,478, 257.000 

$270,028,727,487 

102.3% 



$17,007,176,000 

$22,915,364,474 

34.7% 



$10,913,981,000 

$14,973,687,518 

37.2% 

-n “ 


$11,304,606,921 

$12,826,179,536 

13.5% 



0* 

$9,997,384,261 

N/A 

TO 


$3,879,842,000 

$8,545,084,495 

120.2% 


** 

$4,058,009,000 

$7,869,029,747 

93.9% 



$1,235,624,600 

$5,337,068,210 

331.9% 



$1,872,241,000 

$4,648,980,436 

148.3% 



$2,776,720,000 

$3,489,286,298 

25.7% 


• 

$3,674,554,912 

$3,423,054,713 

■6.8% 



$3,112,283,795 

$3,358,808,945 

7.9% 



$1,792,846,000 

$1,678,182,054 

'6.4% 



$1,294,760,000 

$1,632,453,209 

26.1% 

■ f sy. i'":- 

, i' 


$1,855,043,000 

$1,316,647,915 

-29% 

EPA 


$986,854,643 

$1,228,961,996 

24.5% 



$896,765,120 

$1,111,157,370 

23.9% 



$1,126,888,644 

$1,014,596,243 

-fO% 
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C. spending bv Company 

Federal procureraent spending has been conc^trated among a few large private 
contractors. The 20 largest federal contractors received 36% of the contract dollars 
awarded in 2005. See Figure 3. 



The top five recipients of federal contracts are Lockheed Martin, Boeing, Northrop 
Grumman, Raytheon, and General Dynamics. Collectively, they received $80 billion in 
2005, 21% of all federal procurement spending. 

The single largest federal contractor is Lockheed Martin. In 2005, Lockheed Martin had 
12,400 contracts with the federal government and received $25 billion in federal tax 
dollars. Federal spending on this one company in 2005 exceeded the gross domestic 
product of 103 countries, including Iceland, Jordan, and Costa Rica.’’ The amount of 
taxpayer dollara received by Lockheed Martin was also larger than the combined budgets 
of the Department of Commerce, the Department of the Interior, the Small Business 
Administration, and the entire legislative branch of government.^ 

The fastest-growing major federal contractor during the Bush Administration has been 
Halliburton, the company formerly headed by Vice President Cheney. In 2000, 
Halliburton was the 28th largest contractor, receiving $763 million in federal dollars. By 
2005, the company had leaped to the sixth largest federal contractor, receiving nearly $6 
billion. This is an increase of 672% over the five year period. In 2004, Halliburton 
received nearly $8 billion. 


” Internotionol Monetary Fund, Worid Economic Ouftoofc Datafxjse, April 2006 {online a! 
www.imf.org/externai/pubs/ftAveo/:M06/01/da!o/db^^.cfm) {accessed May 23. 2006). 

Office of Monagemenf ond Budget, Bucket erf the United States Government. Fiscal Year 2007, Historical 
Tobies (Feb. 2006) (online at w\vw.v»rfiitehouse.gov/omb/budget/fy2007/pdf/Wst,pdf). 
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II. CONTRACT MISMANAGEMENT 

Good contract outcomes depend on careful planning, fair and competitive awards, 
thoughtful administration, and vigilant overeight. Each step requires management by 
dedicated, well-trained contracting officials. 

The surge in contract spending during the Bush Administration, however, has not been 
accompanied by responsible, competent contract management. Government reports and 
audits have documented failure in nearly all ^pects of contract management. The 
primary areas of mismanagement can be grouped into seven categories: 

• Award of Noncompetitive Contracts 

• Reliance on Abuse-Prone Contract Types 

• Abuse of Contract Flexibilities 

• Poor Contract Planning 

• Inadequate Contract Oversight 

• Unjustified Award Fees 

• Corruption 

A. Award of Noncompetitive Contracts 

Competition in federal contracting protects the interests of taxpayers by ensuring that the 
government gets the best value for the goods and services it buys. Competition also 
discourages favoritism by leveling the playing field for contractors while preventing 
fraud and abuse. 

Since passage of the Competition in Contracting Act in 1 984, “full and open 
competition” has been the gold standard in federal contracting. Under full and open 
competition, the government publishes a notice that it intends to award a contract. All 
responsible contractors are permitted to compete for the contract. Once bids are received, 
they are evaluated using a set of pre-established criteria, including price, technical 
expertise, and past performance. The government then makes a selection based on a 
determination of which bid will provide the government with the best value.2' 

Federal law recognizes that there are occasions when full and open competition is not 
feasible. Under the Competition in Contracting Act, agencies can award noncompetitive 
contracts in cases in which only one source can provide the needed goods or services or 
when emergency circumstances require immediate contract awards.22 gut these and the 
other permissible exceptions are intended to be limited. The Federal Acquisition 


2’ 41 U.S.C. § 253(a)(1)(A): Federal Acqurialton Reflation (hereinafler “FAR") § 6.1; FAR § 15,3. 

22 See Congressional Research Services, Iraq Reconsfruction: FrequentJy Asked Questions Concerning the 
Application of FeOeral Procuremenf Stofules (June 23, 2X)3); 10 U.S.C. § 2304(c); 40 U.S.C. § 253(c); 48 C.F.R, § 
6.302. 
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Regulation provides that “contracting officers shall promote and provide for fiill and open 
competition in soliciting offers and awarding Goveanment contracts.”23 Contracting 
officers using one of the exceptions must submit a written justification and, for 
noncompetitive procurements over $500,0(X), gain the approval of a more senior 

official.^'* 

Despite the advantages to the taxpayer of foil and open competition, contracts awarded 
without full and open competition have grown rapidly under the Bush Administration. In 
2000, the federal government spent $67.5 billion on noncompetitive contracts. 25 By 
2005, federal spending on noncompetitive contracts had grown by $77.5 billion to $145 
billion, an increase of 1 1 5%. See Figure 4. 


FIGURE 4: Noncompetitive Contract Spending Has Increased 



2004 2005 


This growth in noncompetitive contract spending significantly outstripped the growth in 
overall procurement spending, causing noncompetitive contract dollars to represent a 
rising share of federal contract dollars. In 2000, 33% of federal contract dollars ($67.5 
billion) was awarded without full and open competition. In 2005, 38% ($145 billion) was 
awarded without full and open competition. 

There are several different categories of noncompetitive contracts. Of the $145 billion in 
noncompetitive contracts awarded in 2005, $97.8 billion was awarded in no-bid contracts 


23 46C.F.R.§ 6.101, 

2-1 48 C.F.R.§ 6.303-6,304. 

25 For the purposes of this repcwf, o "rxjncompelitive” confrocf is defined os a contract awarded without full 
and open competition. 
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without any competition at all. This is an increase of 1 10% from 2000, when $46.6 
billion in federal contracts were award«i with no competition. 

Of the $97.8 billion awarded in 2005 without any competition, $63.4 billion was awarded 
under the rationale that the only one contractor could supply the needed goods or 
services. The other S34.4 billion in no-bid contract dollaKi was awarded under a variety 
of other exceptions to frill and open competition, including the exception for emergency 
circumstances ($8.7 billion) and the exception for circumstances where a statute 
authorizes or requires restricted competition ($2.9 billion). 

In other cases, the contracts were awarded under conditions 
of “limited competition.” Limited competition difif^s from 
full and open competition in that only a small number of 
pre-selected contractors are permitted to bid on the 
contract. Of the $ 1 45 billion in noncompetitive contracts 
awarded in 2005, $47.2 billion was awarded through 
limited competition. An example of limited competition is 
the award of the main Iraq reconstruction contracts. 

Through the misapplication of a process called “advisory 
downselect,” the Administration allowed only a handful of 
chosen companies to submit bids for cost-plus 
reconstruction contracts worth billions of dollars.2* 

Hurricane Katrina provides a case study in how the exemptions to full and open 
competition have been stretched to justify the award of noncompetitive contracts. The 
urgent needs in the immediate aftermath of Hurricane Katrina provided a compelling 
justification for the award of noncompetitive contracts. Yet as the immediate emergency 
receded, the percentage of contract dollars awarded without full and open competition 
actually increased. In September 2005, the month after Hurricane Katrina, 5 1 % of the 
contract dollars awarded by the Federal Emergency Management Agency were awarded 
without full and open competition. Rather than declining after September, the percentage 
of contract dollars awarded noncompetitively increased to 93% in October 2005. As late 
as December 2006, FEMA was still awarding 57% of the total dollar value of its 
contracts without full and open competition. In total, 66% of the contract dollars 
awarded by FEMA for the period ending May 29, 2006, were issued noncompetitively .22 
See Figure 5. 


2 * Lelfer from Reps. Henry A. Waxman csid John D. Dingeil to Rear Admiral {ret.) David J. Nash, Director. 

Program Management Office, Coah'fky> Provisional Aufhonty (Dec. 18, 2003) (online a! 
www.house.gov/cOTnmerce_democrols/press/na^.12.18.03.pdf}. 

22 Department of Homeland Securily, FEMA Contracts Awarded in Support of Hurricane Katrina Recovery Efforts 
(May 29, 2006). 
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B, Reliance on Abuse»Prone Contract Types 


The problems generated by noncompetitive contracts have been compounded by the 
growing use by the Bush Administration of abuse-prone contract types, such as cost-plus 
contracts, monopoly contracts, and middlemen contracts. These contract vehicles create 
misalignments between the interest of the taxpayer in receiving good performance at a 
reasonable price and the interests of the profit-maximizing private contractors. Although 
these contract vehicles are lucrative for the private contractors, their growing use often 
entails steep costs for the taxpayer. 


1, COST-PLUS CONTRACTS 

An important principle in federal contracting is the preference for “fixed-price” contracts 
over “cost-plus” and other cost-based contracts.^s Under fixed-price contracts, the private 
contractor bears the risk of cost overruns, providing the contractor with a powerful 
incentive to minimize costs. In contrast, under cost-based contracts, the government 
reimburses the contractor for its costs. Under “cost-plus” contracts, the government then 
pays an additional fee or bonus, which can be linked to a percentage of the costs incurred 
or fixed at a specific dollar amount. When the additional fee is not fixed, as is often the 
case, the contractor does not have an economic incentive to limit the costs of 
performance, making the contract type particularly prone to abuse. 


28see,e.g., FAR§ 16.!03andfAR§ 16.301. 
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Experts, such as Peter Singer, Senior Fellow at the Brookings Institute, have expressed 
concerns about the “cost-plus” contract type. Accoj^ng to Mr. Singer: 

The incentive for businesses in a regular free market is to drive down costs 
to maximize profit margins. In the cost-plus mechanism, an incentive 
exists to raise costs, because your profit is based on the costs and goes up 
the more there are. It’s a wicked revereal of the free market. ... We’ve 
completely turned Adam Smith on his head.^? 

Despite their disadvantages for the taxpayer, the Bush Administration has increasingly 
turned to cost-plus contracts. Between 2000 and 2005, the Administration’s use of cost- 
plus contracts increased by 75%. In 2000, the federal government spent $62 billion on 
cost-plus contracts. By 2005, federal pending on cost-plus contracts had increased by 
nearly $50 billion to $1 10 billion. See Figure 6. Nearly half of the federal spending on 
these cost-plus contracts in 2005 ($52 billion) was spent on cost-plus-award-fee 
contracts, a type of cost-plus contract in which it is possible for the contractor to receive 
millions in profits even if the contract goes over budget.3o 


FIGURE 6: Cost Plus Contracts 


Billions 



2000 2001 2002 2003 2004 2005 


2’ Telephone interview between Brookhgs Institute Senior Fellow Peter Singer and House Government Reform 
Committee Minority Staff {June 14, 2006). 

30 In a “cosf-piu5-aword-fee" coniracf. the confroctor's fee rrray inciude both a base fee, fixed at the inception 
of the contract (often as o percentage of the estimated cc»tsj. plus an oddifiona! fee based on the 
contractor's compliance with certcan criteria set forth in the contract (e.g.. quality, timeliness, technical 
ingenuity, or cost-effective management). 5eeFAR§ 16.3-16.4. Under ihis fee structure, it is possible for a 
contractor to earn most (or even oil) of the owc^d lee even when contract costs balloon, providing no 
economic incentive to the contracfor to timil contract costs. See ofeo Section It.F. rnfro. 
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The Defense Department was responsible for apjMoximately 70% of the Administration’s 
expenditures on cost-plus contracts in 2005. Other agencies with cost-plus expenditures 
over $1 billion in 2005 included theDepartment of Energy ($15. 6 billion), NASA ($8,7 
billion), the Department of Health and f luman Services ($3 billion), and the Department 
of Homeland Security (S 1 . 1 billion). 

The single largest cost-plus contract is the Logistics Civil Augmentation Program 
contract (called “LOGCAP") that was awarded by the Defense Depafment to Halliburton 
in 2001 . This contract, which is used in Iraq, Afj^anistan, and elsewhere to provide 
food, shelter, and other support services to U.S. troops, is currently valued at $ 1 6.4 
biliion.3' In 2005 alone, Halliburton received over $5 billion dirou^ the LOGCAP 
contract.^’ 


In 2005, the federal government paid ovct SI billion each under eleven cost-plus 
contracts. See Figure 7. 
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In technical procurement jargon, a monopoly contract is known as a “single-award 
indefinite-delivery/indefinite-quantity” contract. An indefinite-delivery/indefinite- 
quantity (IDIQ) contract permits the federal govCTnment to buy a range of undefined 
goods or services from a contractor. Ordinarily, IDIQ contracts are awarded to multiple 
contractors, who compete vrith each other to supply the good or service when specific 
“task orders” are issu^ for defined govranment procurements. In fact, federal 
procurement rules say that IDIQ contracts simuld be awarded to multiple contractors 
whenever possible.^ 

Under a single-award IDIQ contract, in contrast, the government commits to purchase the 
goods or services it may need from only one contractor. This precludes competition for 
individual task orders. In effect, it makes the winner of the overall contract a monopoly 
provider for every task order. 

The Administration’s use of monopoly contracts has exploded in the past five years. In 
2000, the federal government spent $9 billion on single-award indefinite delivery 
contracts. In the five years since 2000, the Bush Administration awarded $85 billion in 
monopoly contracts. The largest volume of monopoly contracts was awarded in 2004, 
when the Administration spent nearly $28.9 billion on monopoly contracts. In 2005, the 
Administration spent $15.3 billion on these contracts. See Figure 8. 


FIGURE 8: Monopoly Contract Spending Has Increased 
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Monopoly contracts have been particularly prevalent in the reconstruction of Iraq, with 
serious adverse consequences for the taxpayer, in 2003, the Administration created the 
Program Management Office (PMO) to manage the reconstruction of Iraq. The strategy 
selected by the PMO for the reconstruction was to divide Iraq geographically and by 
economic sector into twelve reconstruction contracts. Under this approach, one contract 


48 CFR § 1i.504(c) {"[TJhe confracling otiicer must to the moxitnum extent practicable, give preterence to 
making muliif^e awards of indefinite-quantity contracts under a single srMicilafion for the same cx similar 
supplies Of services lo two or more sources”}. 


13 I DOLLARS, NOT SENSE 






34 


was issued for oil infrastructure restoration in northon Iraq, while a second contract was 
issued for oil infrastructure work in southern Iraq. Other reconstruction contracts, such 
as the contracts involving electricity and watCT projects, were awarded similarly. 'Fhe 
effect was to create a series of reconstruction fiefdoms. Individual contractors were 
awarded monopoly contracts for all the work in the economic sector within a given 
geographic region. 

In December 2003, Rep. Waxman and Rep. Dingell objected to 
this confracting strategy, pointing out that t^cause the monopoly 
contracts were to be awarded before specific reconstruction 
projects were identified, there would be no actual price 
competition for more than 2,000 discrete reconstraction projects.s* 

These concerns were dismissed by Administration officials. 

Massive monopoly contracts worth over $7 billion were awarded 
in 2004 to eight companies for the reconstruction of Iraq.^s 

Experts, such as Charles Tiefer, University of Baltimore Law School professor and 
former solicitor and deputy general counsel of the U.S. House of Representatives, have 
questioned the Administration’s use of monopoly contracts in Iraq. According to 
Professor Tiefer: 

What we did was so screwed-up that any other way would have been 
better. . . . The catastrophe of a monopoly system, of the lack of 
competition, was not only that it drove profits and prices up, it drove down 
the pace of employing Iraqis usefully and providing services desperately 
needed by Iraqis.^ 


3. MIDDLEMEN CONTRACTS 

The Bush Administration has repeatedly used private contractors to purchase goods and 
services from other private contractors. In these contracts, the prime contractor becomes, 
in essence, a middleman, adding a layer of fees to the contract that is often unnecessary. 
In some instances, contracts are set up with multiple layers of contractors between the 
government and the subcontractor that actually performs the work, vastly multiplying 
expenses and complicating oversight. 


Letter from (?epj. Henry A. Waxmon cffid Jc^n D. Dingell to Rear Admiral {reJ.} David J. Nash. Director. 
Program Management Olfice, Cootifion Provi^nal Authority (Dec. 18. 2003} (onHne at 
www.house.gov /commerce_deiT>ocrats/press/na^.i2.18.03-pdf). 

Minority Staff, Special investigations Drvfaion, House Committee on Government Reform, Confracfing Abuses 
Under fhe Bush Administration (Sept. 20, 2005) (online at 
www,democrats.reform,house.gov/Documenfs/200509a)l72156-47879,pdf). 

3^ Telephone inf^iew between Universly of Boffimore Low School professor Charles Tiefer and House 
Government Reform Commiffee Minority Staff (Jur^e 8, 2006). 
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Because no database tracks middlemen contracts, a quantitative analysis of their growing 
use over the last five years is not possible. They have been used widely, however, from 
the reconstruction in Iraq to the response to Hurricane Katrina. 

One example is the procurement of security services in Iraq. Because of the dire security 
environment in Iraq, major reconstraction (X)n1ractors have hired security subcontractors, 
often through other subcontractors. ForinstMice, Blackwater USA provided security 
services to Halliburton as a third-tier subcontractor under the LOGCAP troop support 
contract. The intermediate subcontractors were ESS and Regency Hotel. With each 
additional subcontractor level, there were more markups and less transparency. When 
Rep. Waxman requested documents from the Defense Department in order to understand 
how costs were incurred and billed through the chain of contractors, the Administration 
refused to provide the information.^^ According to one investigative account, the final 
cost to the taxpayer could be quadraple the actual cost of providing the security 
services. 3® 

Another example involves the “blue roof’ program in the aftermath of Hurricane Katrina. 
FEMA and the Army Corps of Engineers entered into contracts with three large 
contractors, the Shaw Group, Simon Roofing, and UC Constraction, to cover wind- 
damaged roofs with blue tarps.^’ TThese contractors subcontracted with other contractors, 
who in turn subcontracted with yet another layer of subcontractors. Because so many 
contractors take a cut of the funds, the fees charged to taxpayers were vastly inflated. 
According to one published account, the costs to the taxpayer under the tiered contracts 
were sometimes as high as 1,700% of the job’s actual cost.<® A second account reported 
that the taxpayer paid an average of $2,480 per roof for a job that should cost under 
$300.-" 

Another example of a middleman contract that has resulted in inflated charges is the 
“Prime Vendor” program, which was instituted at the Defense Logistics Agency (DLA) 
in the early 1990s and significantly expanded after January 2000. Under this program, 
DLA can order supplies for tlie military from a prime vendor who in turn purchases them 
from other suppliers. The prime vendor is supposed to provide products at cost (or a 
price agreed upon in advance with DLA) plus a negotiated management fee for 
administration and delivery.*^ But in practice, prime vendors have charged exorbitant 
prices for some items. The DLA Director conceded last year that the Pentagon spent $20 


3^ See Letter from Rep. Henry A. Waxmon to Brigadier Generol Jerome Johnson, Commander, U.S. Army Field 
Suppwt Command (Nov. 30. 2004); Letter from Brigadier General Jerome Jc^nson, Commander, U.S. Army Field 
Support Command to Rep. Henry A. Waxman (Dec. 21, 2004). 

3® Contractors in Iraq Make Costs BaBoon, News & Observer (Oct. 24. »304). 

39 See ill.C.3. infra. 

Multiple Layers of Contractors Drive Up Cost of Katrina Cleanup, Washington Post (Mar. 20, 2006) . 

U.S. Paying a Premium to Cover Storm-Damaged Rocris. Knight Ridder (Sept. 29, 2005). 

House Armed Services Committee, Testimony of Kenneth J. tO’ieg. Under Secretary of Defense, Acquisition, 
Technology ond Logistics, Ffean'ngson the Defense LogsficsAgency'sPrime Vendor Program (Nov. 9, 2005). 
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apiece for plastic ice cube trays under the prime vendor program.-^ According to one 
report, the Pentagon paid $81 apiece for coffeemakers that cost only $29 when purchased 
directly from the manufacturer.'*^ 


C. Abuse of Contract Flexibilities 

In die 1990s, federal procurement laws were modified to give procurement officials more 
flexibility. The changes were contained in the Federal Acquisition Streamlining Act of 
1 994 (FASA), the Federal Acquisition Reform Act of 1996 (FARA, also known as the 
Clinger-Cohen Act), and the Service Acquisition Reform Act of 2003 (SARA). The aim 
of many of these reforms was to “streamline” the acquisition process, primarily by 
creating alternatives to full and op«i competition. The laws encouraged the purchase of 
commercial items, contracts with nontraditional contractors, multiple award contracts, 
and credit card transactions by exempting these and other contracting vehicles from 
competition and oversight requirements. 

Over the last five yearn, these flexibilities have been 
expanded and distorted by the Bush Administration, 
sometimes beyond recognition. The authority to buy 
“commercial items” without competitive bidding has 
been used to purchase military aircraft. The authority 
to waive government accounting standards for small 
high-tech companies has been turned into a shield used 
by traditional defense contractors to avoid oversight. 
And interagency contracts for information technology 
have become vehicles for hiring interrogators at Abu 
Ghraib. 

Travel and purchase cards were conceived as way to simplify small government 
purchases. But they have been used by wayward officials to buy luxury cruises, stereo 
equipment, and services at strip clubs. The preference given Alaska Native Corporations 
in federal procurement was intended to provide economic opportunities for impoverished 
Alaskan communities. But it has become a vehicle for avoiding competition and passing 
work through to large, non-Native contractors. 

In responsible hands, many of the contract flexibilities Congress provided the executive 
branch may make sense. But as Angela Styles, the first head of procurement in the Bush 
White House, recognized: “The rules and the way they were changed allow you to do 
almost anything. People shouldn’t be shocked.”*^ 


*3 House Armed Services Committee, TestlmcMiy of Vice Adroral Keith W. l^>pert, Director, Defense Logistics 
Agency, Hearings on the Defense lo^Hcs Agency's Prime Vendor f^ogram (Nov. 9. 2005) (online of 
http;/ /armedservices.house.gov/schedule$/lt-9-05Lt>P^Testimony .pdf). 

'** Pentagon Food Progrom Costs Taxpayers, Knighf Ridder (Ocf. 23. 2005). 

** Contracts with America, Mother Jones (May 1, 2004). 
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1 . “COMMERCIAL ITEM" AUTHORITY 

In 1994, Congress passed legislation to pomit the government to acquire a wide range of 
“commercial items” with only minimal competitive bidding and limited oversight.'** The 
rationale for the change in policy was straightforward: if an item is commonly bought 
and sold on an established commercial market, the federal government can rely on these 
market forces to ensure it obtains a reasonable price. 

In practice, however, the Bush Administration has interpreted the “commercial item” 
exemption to cover a multitude of items that are not subject to open market forces. In 
2003, the White House Office of Federal Procurement Policy (OFPP) issued a 
memorandum advocating, in bold print, that federal agencies use the commercial item 
authority to buy noncommercial items. OFPP told procurement officials to “recognize 
the benefits — and challenges — of buying non-commercial items within a commercial 
items framework.” OFPP recognized that “the lack of market testing or commercial 
analogs . . . and the potential absence of competition” may pose a challenge, but 
nonetheless urged agencies to structure contracts within the commercial item framework 
or “consider using other flexibilities.’’^^ 

The bulk of the expenditures under the “commercial item” exception from 2000 to 2005 
came from the Department of Defense. The Defense Department spent $71.2 billion 
through the commercial item exception in 2005, an increase of 249% from the $20.5 
billion spent in 2000. See Figure 9. As a result, commercial item spending increased 
from 15% of the Department’s 2000 budget to over 26% of its 2005 budget. 


FIGURE 9: Use Of Commercial Item Authority at DOD 


Billions 



Federal Acquisition Streamlining Act of 1994. Pub. L. No. 103-355. 

Office of Management and Budget, Office of Federal Procurement PoBcy, Emergency Procurement 
Flexibilities: A Framework for Responsive Contracting and GuKfefines for Using Simplified Acquisition Procedures 
(May 2003) (online at www.whitehouse.gov/onr*)/|XocurennOTt/emergency_procuremen1_ftexibilities.pdfl 
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One example of how the a)mmercial itran ^ception has been misused by the Defense 
Department involves the C-130J airCTaft, a pl^e intended for dropping troops and 
equipment into hostile areas. Under a program begun in the 1990s, the Air Force 
determined that the C-130J could be purchased as a “commercial item needing minor 
modification” from Lockheed Martin, ev^ fiiough no C-130J aircraft meeting the Air 
Force’s requirements had ever been sold to die public. Ultimately, the Air Force paid 
billions of dollars from 1 999 to 2003 for deficient aircraft.'*® The Defense Department 
Inspector General concluded: 

The Air Force conditionally accepted 50 C-130J aircraft at a cost of $2.6 
billion even though none of the aircraft met commercial contract 
specifications or operational requirements. The Air Force also paid 
Lockheed Martin more than 99 percent of the C-130J aircraft’s contracted 
price for the delivered aircraft. As a result, the Government fielded C- 
1301 aircraft that cannot perform their intended mission.^’ 

In 2003, the Bush Administration issued a new, multi-year contract for 60 C-130J aircraft 
using the “commercial item” authority. The Administration did not request bids from 
other contractors. It also relied on Lockheed’s own cost and pricing data to determine the 
“commercial” price for the aircraft.®® In 2005, according to news reports, Secretary of 
Defense Rumsfeld rejected a plan to cancel the contract.®’ 


2. “OTHER TRANSACTION” AUTHORITY 

In 1989, the Department of Defense was given the authority to enter into special 
purchasing agreements known as “other transactions” to fund research projects.®2 In 
1994, the authority was extended to prototype weapons and weapons systems.®® In 2002 
and 2005, this authority was extended to the Department of Homeland Security and the 
Energy Department.®* These “other transactions” are exempt from most contracting 
regulations and federal procurement oversight, including submission of accurate cost and 
pricing data, accounting rules, and other provisions that enhance transparency of 
contractor costs and provide tools to negotiate reasonable prices.®® 


Departmen} of Defense inspeefor General, Acquts/fion; Contracting (or and Performonce of the C- i30J 
Aircraft (July 2004) (D-2004-102). 

50 Id. 

®' Rumsfeld Reverses Oec/slon to Cancel oD/spufed P/one. New York 'Rmes (May 12, 2005). 

52 10U.S.C.§ 2371. 

5® National Defense Aulhorizoflon Act f(x Fisced Yeor 1994, Pub. L. 103-160 § 845. 

®* The Homeland Security Act of 2002, Pub. L. No. 107-296; Energy Policy Act of 2005, Pub. L. No. 109-58. All 
other agencies with research and devetojxnenf oulhwity con c^aply to the Office of Management and Budget 
tor "other transaction" authority tor contracts retoted to the "response to or defense against a chemical, 
biological, nucleor, radiological or feirwist attack.” See Slices Acquiation Reform Act of 2003, Pub. L. No. 
108-136. 

5® Letter from Department of Defense Deputy inspecta Genercrt Robert J. Lieberman to Rep. Tom Davis (Mar. 
12, 2002) (online ot www.dodig.osd.m5l/ouditAeports/fy02/02-064.pdf). 
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When the exemption was enacted by Con^^ss, it was intended to lure smaller, 
nontraditional contractors who might otiierwise be dissuaded by federal contract 
regulations to participate in government research and development.^^ in practice, “other 
transaction” authority has been used by the Bush Administration to shield major 
acquisitions from normal contract overnight and competition requirements. 

One example of the abuse of “other transaction” authority is the missile defense program. 
In 2002, Defense Secretary Rumsfeld gave the missile defense program authority to use 
“other transaction” authority for its major procin-ements 5? The Defense Department used 
the authority to enter into transactions worth billions of dollars with major government 
contractors like Lockheed Martin, Northrop Grumman, Boeing, and Raytheon. In 2006, 
the D^artment estimated that the value of these “other transactions” would be $58 
billion over the next six years.^a 

Another Department of Defense weapons program, the Future Combat Systems (FCS), 
also uses “other transaction” authority. FCS is a multiyear, multibillion-dollar program 
that is supposed to combine individual manned and unmanned systems to collect and 
deliver communications and intelligence.^* The costs of FCS could reach between $90 
billion and $157 billion by 2022, with the ultimate cost estimated to reach $200 billion.^ 
When the Army awarded the contract for FCS to Boeing, the second largest government 
contractor ($19.7 billion in 2005), it argued that the use of “other transaction” authority 
was necessary because the traditional acquisition process would be inadequate to 
implement FCS. But according to GAO, the new contract does not give the Army 
sufficient opportunity or flexibility to conduct practical oversight of FCS.^’ 

FCS is an example of a contract vehicle with multiple flaws. In addition to using “other 
transaction” authority to reduce oversight, the contract is a cost-plus contract with an 
award fee of up to 15%.“ Although a portion of the fee is tied to the contractor’s ability 
to control costs, the contract structure allows for the contractor to receive millions of 
dollars in profits while the costs of the contract balloon. 


** Senate Committee on the Armed Services, Testimony of Department of Defense Deputy inspects General 
Donald Mancuso, Heorfngs on Defense Acejuis/t/on, (Apr. 26, 2000) (online ot 
www.dodig.osd.mP/audif/feixtfts/fvOO/00- 1 18.pdf). 

Memorandum from Secretory of Defense Donold Rumsfeld lo Deputy Secretory of Defense, Secretaries of 
Ihe Military Departments et ol., Missile Defense Program Direclion (Jan. 2. 2002) (online of 
www.pogo,org/m/dp/dp-<umsfeldl202memo.pdl}. 

58 u.S. Government Accountability Office, Oefense Acawsiftons: Mfesite Defense Agency Fie/ds inifiof Capobilify 
but Falls Short of Original Goals (Mar. 2006) {GAO-06-327). 

5* U.S. Government Accountability Office, Oefense Acqws/fions: future Combaf Sysfems Challenges and 
Prospects lor Success (Mar, 16,20)5! (GAO-05-428T). 

“ U.S. Government AccountobiSty Office, Defense Acqwsfffdn: Business Case and Business Arrongemenfs Key 
for Future Combat System's Success (Mar. I, :^X)6) {GAO-06-478T). 

Id. 

“id. 
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3. INTERAGENCY CONTRACTS 

Over the last five years, agencies have mo^^in^y used interagency contracts to acquire 
services.-^ According to GAO, the use of interagraicy contracts has increased because of 
the combined pressures of the increase in government contracting and the lack of an 
adequate contracting workforce.*^ Instead of spending their own time and resources in 
awarding and managing contracts, agencies use contract vehicles already negotiated by 
another agency. 

Under an interagency contract, a “sponsor” agency enters into 
acquisition contracts with private contractors for goods and services. 

The sponsor agency then gives another agency access to the menu of 
goods and services at the contract price, plus a fee to covct the 
agency’s administrative expenses. Leading examples of these 
interagency vehicles are the Federal Supply Schedule offered by the 
General Services Administration, which provides agencies access to 
commercial products and services; Govermnent Wide Acquisition 
Contracts (GWACs) offered by the General Services Administration, 

NASA, the National Institute of Health, and the Department of 
Commerce, which provide agencies with information technology and 
telecommunications services; and fi-anchise funds, such as GovWorks, 
offered by the Interior Department, and FedSource, offered by the 
Treasury Department, which award and administer contracts on behalf of other 
agencies.^ 

In recent years, the use of interagency contracts has grown dramatically. In 2004, the 
most recent year for which government-wide data is available, interagency contracting 
accounted for $139 billion — nearly 40% — of the federal government’s contract 
spending.** Between 2000 and 2005, procurement using GSA’s FSS increased from 
$11.2 billion to $21.4 billion, an increase of92%. See Figure 10. 


*3 U.S, Government AccounfabiSty Office, High-Risk. Series; An Upctafe |Jan. 2005) jGAO-05-207). 

*^ U.S. Government AccountobSity Office, GAO's 20)5 High-Risk Update (Feb. 17, 2005) {GAO-05-350T). 

*^ Acquisifion Advisory Panel, Interogency Contfocf Working Group, Preb'minory Working Group Oroft (Feb. 16, 
2006) (online at www, acQnet.gov/comp/aap/wofkinggroupsflCWorkingGroupDraftBackgroundQncllssues 
CreatjonandContinuafionFmdingsl6Feb064Xjf): U.S. Government Accounfot^ty Office. Interagency 
Contracting: Franchise Funds Provide Convervence, But Value to OOD is Not Demonstrated (July 2005) (GAO- 
05-456). 

** Acquisition Advisory Panel, interogency Cc»itracl Woilcing&oup. PreffmirKwy Working Group Draft (Feb. 16. 
2006} (online at www.acqnet.gov/comp/aap/workingyoupsflCWoricingGroupDraftBackgroundondlssues 
CreotionondContinuationFinditTgst6Feb06.pdf). 
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FIGURE 10: Federal Supply Schedules Increased 92% 
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When used correctly, interagency contracts provide an efficient vehicle for agencies to 
fulfill requirements while lowering administrative costs. But when used incorrectly, as 
has repeatedly been the case under the Bush Administration, interagency contracts lead to 
reduced competition and diminished oversight. 

Both GAO and agency inspectors general have identified numerous contracts in which 
customer agencies have not followed procedures designed to promote competition. As a 
result, GAO designated interagency contracting a “high risk” area for 2005. Instead of 
promoting savings and efficiency, lack of competition and oversight resulted in the waste 
of billions of taxpayer dollars.^ 

At the Defense Department, for example, the Inspector General found that mishandling of 
interagency contracts has cost between $1 and $2 billion over the last five years. Based 
on a review of 75 interagency purchases made through GSA, the IG found that the 
responsible contracting officials and agency managers consistently failed to comply with 
procurement laws and regulations. Of the purchases reviewed, 91% lacked acquisition 
planning to determine that contracting through the GSA was the best alternative 
available; 98% had inadequate interagency agreements outlining the terms and conditions 
of the purchases; and 38% were funded improperly. Approximately 51% were not 
supported by an adequate audit trail.*® 

A particularly egregious abuse of interagency contracting involved the use by the 
Defense Department of an existing infoimation technology contract at the Department of 

U.S. Government Accounlobilify Office, High-Risk Series: An Updafe (Jan. 2005) (GAO-05-207!. 

Department of Defense Inspector General, OoD Purc/Kses Made Through the Generaf Services 
Administration (July 29, 2005) (Repeal No. D-2005-096). 

21 { DOLLARS, NOT SENSE 





42 


the Interior to hire interrogators for the Abu Ghraib prison in Iraq. According to a GAO 
review, the Defense Department issued $66 miliion worth of task orders to CACI 
International, Inc., for interrogation, intelligence, and other services in Iraq under the 
Interior Department contract. The GAO review found that both the Army and the 
Department of the Interior abdicated their oversi^t responsibilities under the CACI 
contract. The award of the interrogation contract was outside the scope of the existing 
Interior Department contract. Moreover, CACI developed its own r^uirements, drafted 
its own statements of work, and drafted its own justification and approval for awarding 
the contract without competition, as opposed to the normal practice of having 
government employees perform fliese tasks. For its part, the Army assi^ed an 
insufficient number of contract officials to oversee the CACI contractors and provided 
them with little or no training. An Army report also identified the lack of contractor 
oversight as a factor contributing to the prisoner abuses at the Abu Ghraib prison.*’ 

Other abuses of interagency contracts have involved the Federal Technology Service 
(FTS) administered by GSA. The FTS is supposed to provide agencies with network and 
information technology services. But a GSA audit of procurements through the FTS 
identified numerous instances of waste, fraud, and abuse, such as the “misuse of contract 
vehicles, inadequate competition, nonexistent or ineffective contract managanent . . . , 
using vendom to pass work throu^ to preferred contractors, and adding ‘open market’ 
items to existing contracts without evaluating prices.” The FTS also awarded task orders 
for work outside of its authority, such as construction services and the lease and 
acquisition of real property.^ 


4. PURCHASE AND TRAVEL CARDS 

In 1994, Congress passed legislation allowing federal employees to use credit cards to 
buy goods or services directly from vendors without first awarding a contract.^’ There 
are two principal types of approved government credit cards. Purchase cards allow 
federal employees to buy goods or services up to $2,500.’2 Travel cards allow employees 
to make travel reservations and charge travel-related expenses.^3 These charge card 
programs are designed to provide an easy, efficient means for government agencies to 


U.S. Govwnmen} Accountat^lly Office. Interagency Contracting: Problems with DOD's and Inferior's Orders 
to Support Military Operations (Apr. 2005) {GAO-05-20)). 

Genera! Services AdministroHon inspector Ger^ral, Compertdium of Audits of the Federaf Technology 
Service Regional Client Support Centers (Dec. 14, 20)4). 

” Federal Acquisition Streomiining Act of 1994 (FASA), Pub. L 103*355 § 4301. 

FAR § 13.02. For acquisitions si^^x>riing o crxifingency operolion or fadlitoftTg defense against or recovery 
from nuclear, blotogicol, chemical. <x rocSologicol aitack. fhe firrtit Is $1 5,000 for purchases inside the United 
States and $25,000 f<x purchases outside the United States. Id. 

73 General Services Administration. Frequently Asked Questions (online at www.gsa.gov/Porfal/gsa/ep/content 
View.do?foq=yes&pageTypeid=8199&contentld=l0141&conlenfType=GSA_OVERVtEW#23) (accessed Apr. 26, 
2006). 
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make small, routine purchases while avoiding flie requirements of the contracting 
regulations/-* 

The use of these cards by government agencies has grown considerably. From 2000 to 
2005, the General Service Administration’s purchase card program, which is used by 
most federal agencies, including the Department of Defense, increased by 42%, from S 1 2 
billion to over $17 biilion/s The use of all GSA credit cards, including purchase and 
travel cards, increased by 43%, from $17 billion to nearly $25 billion.^* See Figure 11. 


FIGURE 1 1 : GSA Charge Card Transactions 
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While the use of purchase and travel cards can increase flexibility and streamline 
acquisition procedures, carefiil supervision to prevent abuse has been lacking under the 
Bush Administration. A series of audits and investigations has found that the 
government’s failure to properly manage and oversee the use of the cards has resulted in 
the waste of hundreds of millions of dollars.” 

GAO and agency inspectors general have documented numerous instances of waste, 
fraud, and abuse with purchase cards. Examples include the purchase of $ 1 00 designer 


U-S. General Accounting Office, Purchase Cards: increased Managemenf Oversight and Control Could 
Save Hundreds of Millions of Dollars (>^. 28, :»X)4) {GAO-04-717T). 

General Services Administration, Charge Card Performance Summary (online ot 
www.g5a.gov/Porfai/gsa/ep/programView.do?pageTypeId=8t99&ooid=114908.pfogramPage=%2Fep%2Fprogr 
am%2FgsoDocumenf.isp&programld=10137&channe!ld=-l3503) (accessed May 17, 2006). 

75 Id. 

77 U.S. General Accounting Olfice, Purchase Cards: Increased Management Oversight and Control Could 
Save Hundreds of Millions of Dollars (Apr. 28, 2004) {GAO-04-717T}. 
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PDA cases, $500 Bose wave radios, wine, cigars, and ski clothing^® A Navy cardholder 
spent $ 1 50,000 for automotive equipment, home building, and general home supplies, 
some of which the cardholder later sold for cash.^ A Department of Education 
cardholder made fraudulent purchases from pornographic websites, including one named 
SlaveLaborProductions.com.8o 

Purchase cards create opportuniti^ for waste even when used for legitimate purchases. 
According to GAO, most federal ^ployera are not trained in the use of purchase cards. 
Many agencies also do not have procedure for identifying employees eligible for 
purchase cards. One FAA office, for example, issued purchase cards to about half of its 
employees without a determination of need or eligibility. Agencies have also failed to 
ensure that all cardholders and approving officials receive initial and refresher training. 
This results in cards being issued to employees unfamiliar with procurement best 
practices. Moreover, most agencies lack sufficient, trained personnel to monitor 
purchases and oversee employee purchase card transactions.^' 

SimilM- abuses have been experienced with travel cards. Examples documented by GAO 
include the purchase of luxury cruises and tickets to the Dallas Cowboys and the 
Backstreet Boys, as well as payment of gambling expenses. GAO also found that Air 
Force cardholders spent $32,000 in 187 separate transactions at strip clubs .®2 

Despite these problems with credit card purchases and oversight, the Administration 
sought — and received — legislative authority after Hurricane Katrina increasing the 
thr^old for purchases on government credit cards from S 1 5,000 to $250,000.83 After 
receiving heavy criticism, the Administration reversed its position, and the higher 
threshold was repealed.®^ Even without the higher limit, federal cardholders have spent 
approximately $82 million in purchase card transactions for Hurricane Katrina recovery 
and reconstruction. Only a limited number of those transactions have been reviewed by 
government auditors.^ 


78 

T’ U.S. Genera! Accounting Office, Purchae Cards: Navy is Vulnerable to Proud and Abuse buf Is Taking Action 
to Resolve Contra! Weaknesses {Sept. 2002) {GAO-02-1041). 

8® Ui. General Accounting Office, Government PwchoseCcwds; Confrot Weaknesses Expose Agencies to 
Proud ono Abuse (May 1, 2X)2) (GAO-02-676T). 

8' U.S. Ger>©ral Accounting Office, Ptwcfiase Cords: Increased Management Oversight and Control Could 
Sove Hundreds of Millions of Dollars (Apr. 28, 2004) (GAO-04-7!7T). 

82 U.S. General Accounting Office, fecterol fiudgef; Opportunities for Overs'ghf and Improved Use of Taxpayer 
r-unds (June 18. 2003} (GAO-03-922T). 

83 Katrina Relief ApfXO|:wlations Bill, Pub. L. No. 109-62. 

8"* Minority Staff, House Committee on Government Reform. Administration Reverses Government Credit Card 
Limit Increase (Oct. 4, 2005) (online at vrtvw.democratsjeformnouse.gov/sfory .asp?tD=935). 

85 President’s Council on Integrity and Efficiency, Executive Cowell on integrity and Efficiency, Oversight of Gutf 
Coast ffurricone Recovery: A Semiannual Report to Congress (Apr. 30, 2006). 
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5. ALASKA NATIVE PREFERENCES 

The Alaska Native Claims Settlement Act was ©oacted in 1971 to resolve the claims of 
Alaska’s indigenous populations to their abori^ai lands and fostra- economic 
development in Alaska. The Act apportioned money and lands among thirteen regional 
Alaska Native Corporations and 1 82 village, urban, and group corporations.^^ The 
corporations are for-profit entities with direct control over their lands, assets, and 
income.88 Although the shareholders are Alaska Natives, neither the employees nor the 
officers of the corporations are required to be. 

In 1986, Confess made Alaska Native Corporations eligible, as “minority and 
economically disadvantaged” businesses, for participation in the Small Business 
Administration’s section 8(a) program, under which firms can be awarded federal 
contracts on a sole-source basis.®’ Gaierally, sole-source 8(a) contracts must be valued 
under $5 million for goods or $3 million for services.’® However, the 1 986 law provided 
that this restriction does not apply to Alaska Native Corporations, These firms are thus 
eligible to receive sole-source federal contracts of any value. Moreover, joint ventures 
and partnerships between Alaska Native Corporations and non-Native companies are 
eligible for sole-source contracts so long as the Alaska Native Corporation controls a 
majority of the total equity and total voting power of the joint venture or partnership. 
Alaska Native Corporations are free to subcontract work to nonminority and non- 
economically disadvantaged corporations, provided the Alaska Native Corporation 
performs at least 50% of the contract work.” 

Over the last five years, the number and value of noncompetitive federal contracts 
awarded to Alaska Native Corporations has increased nearly four times faster than federal 
contracting expenditures as a whole. 'Fhe value of 8(a) noncompetitive contracts awarded 
to Alaska Native Corporations by six agencies increased from $265 million in 2000 to 
nearly $1.1 billion in 2004, an increase of 315%. The contracts issued during this period 
involved services such as managing commercial property in Virginia, renovating office 
buildings in Brazil, and training security guards in Iraq.’^ 


86 43 use § 1601 ef seq. 

U,S. Government Accountabi% Office, Contract Management: Increased Use of Alaska Native 
Corporations' Special 8(a) Provisions Calls lor Tailored Oversight (Apr. 2006) {GAO-06-399i. 

U.S. General Accounting Office, Report to the Honorable Ted Stevens, U.S. Senate: Information on Alaska 
Native Corporations (Aug. 16. 1983) (GAO/RCED-83-173). 

Consolidated Omnibus Budget RecorKrffiofion Act ol 1985. Pub. L. 99-272 § 18015. 

’O/d. 

” 13 C-F-R. § 125.6(a). In the cose of c^fain constructiwi cwitracts, the requirement that Alaska Native 
Corporations perform 50% of the wc»1c con be reduce to 15%. Id. 

’2 U.S. Government AccountatMlity Office, Confrocf Morragemenf; fncreosed Use of Alaska Native 
Corporations’ Special 8iaj Provisions Ca^ for Tailored Oversight (Apr. 2006) {GAO-06-399), 
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The original purpose of the 1986 legislation was to encom-age economic opportunities for 
Alaska Natives. But recent investigations have shown that under the Bush 
Administration, the legislation has been sdzed upon as a way to circumvait competition 
requirements on contracts worth hundreds of millions of dollars and to pass through work 
to large, non-Native companies. When GAO examined how federal agencies are using 
the Alaska Native contracting provisions, it c^ed the provisions an “open checkbook” 
and concluded that without appropriate oversi^t, “there is clearly the potential for 
unintended consequences or abuse.”’^ 

The GAO investigation found that federal agencies are awarding no-bid contracts to 
Alaska Native Corporations for two primary reasons: (1) signing noncompetitive 
contracts with Alaska Native Corporations is faster and requires less effort than holding a 
competition; and (2) contracts with Alaska Native Corporations help the agencies meet 
their small business contracting goals. GAO also found “almost no evidence” that 
contracting officials are effectively enforcing the requirement that at least 50% of the 
work under the 8(a) contracts is being performed by the Alaska Native Corporations 
rather than large, non-Native subcontractors. According to GAO, “there is an increased 
risk that an inappropriate degree of the work is being done by large businesses rather than 
by the ANC firm.” In one case identified by GAO, an agency wanted to contract with a 
particular non-Native business but could not award a no-bid contract directly to that 
company. The agency solved fliis problem by awarding a “pass-through” contract to an 
Alaska Native Corporation and requiring it to subcontract with the desired non-Native 
company.’^ 

The GAO report identified specific instances where use of 
Alaska Native Corporations inflated contact costs. In one 
case, the State Department awarded a no-bid contract to an 
Alaska Native Corporation even though the Alaska Native 
Corporation’s proposed price was double the government’s 
cost estimate and the final price remained higher than the 
estimate. In another case, rather than buying water and fuel 
tanks directly from a manufacturer, the Army awarded a 
no-bid contract to an Alaska Native Corporation, which had 
the effect of adding an unnecessary layer of fees to the 
contract.’^ 

Another example of how the Alaska Native exemption has been abused involves two 
sole-source, five-year contracts worth up to $495 million to provide private security 
guards for Army bases. One contract went to Alutiiq Security and Technology, an 
Alaska Native firm, which subcontracted much of the work to Wackenhut, a U.S. 
subsidiary of a London-based company. The other contract went to Chenega, another 
Alaska Native firm, which subcontracted much of the work to Vance International. GAO 


’3 U.S. Government AccountaWlity Office, fricreosed Use of AtaskaNatfveConx>ratfons' Special 8(a} Provisions, 
Calls for Tailored Oversight {Apr. 27, 2006) IGAO-06-399). 

’>^ld. 

«;d. 
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and other investigative reports found that the Army contracted with Alutiiq and Chenega 
despite knowing that other contractor would supply die same services at significantly 
lower costs.’* 

Poor Contract Planning 

In many instances over the last five years, contract mismanagement began well before 
any contract was sigped. In these cas^, federal contracts wasted taxpayer dollars 
because Administration officials did not adequately delennine the government’s needs or 
think through the contract requiranents in advance. 

One prominent example of the failure to plan involves the contingency contract for troop 
support, called the Logistics Civil Augmentation Program (LOGCAP) contract. Prior to 
the Iraq war, senior Administration officials engaged in an extensive exercise to plan for 
the takeover of Iraq’s oilfields,’^ But these same officials did virtually no planning for 
how to support or supply the troops after the invasion of Iraq. 

According to GAO, officials at the Department of Defense did not begin planning for the 
use of the LOGCAP contract to provide food and sheltCT for the troops until after the fall 
of Bagdad. Military acquisition rules recommend that “a comprehensive statement of 
work be developed during the early phases of contingency planning.” But GAO found 
that the Defense Department did not follow that guidance when plaiming for the 
d^loyment of troops in Iraq. One consequence of the failure to plan was that “cost 
constraint did not become a factor in using LOGCAP in Iraq and Kuwait until almost a 
year into the operations,” and the Army set “no spending limits for LOGCAP until spring 
2004.”’a 

This failure to plan also extended to the reconstruction of Iraq. According to Special 
Inspector General for Iraq Reconstruction Stuart Bowen: 

In order to efficiently procure an item or a service, contracting personnel 
must be provided with an adequate description of customers’ needs. The 
inability to properly define and prepare these “requirements statements” 
for projects appears to be a significant and continuing shortcoming of the 
Iraq Reconstruction process.^ 

The response to Hurricane Katrina suffered from a similar lack of advance planning. A 
key component of preparedness is having contingency contracts in place to meet 
immediate needs after a disaster strikes. But GAO found that neither FEMA nor the 


Id.: Union ^?epoffs Probiems at Army Bases, Washington Post {Sept. 6, 2005); Security for the Homeland, Made 
in Alaska. New York Itmes {Aug. 12, 2004). 

” Letter from Rep. Henry A. Woxman to Vice President Richard B. Cheney (June 10, 2004) . 

U.S. Government Accountability Office, Mift'tory Operations: DOD's Extensive Use of Logistics Support 
Contracts Require Strengthened Oversight, (July 21, 2004) (GAO-04-854). 

Senote Committee on Armed Services. Testimony of ^aecial Inspectw General for Iraq Reconstruction Stuart 
W. Bowen, Jr., Hearings on Contracting issues in Iraq {F^. 7. 2006). 
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Army Corps of Engineers had adequate contingaicy contracts in 
place before Hurricane Katrina. Accorfing to GAO, the 
failure to “explicitly consider the need for and management of 
the contractor community” played a major role in the 
mismanagement of the relief effort.’®’ GAO also found that 
FEMA failed to adequately anticipate the need for temporary 
housing and other buildings.’^ 

In fact, GAO reported in March 2006 that the Administration 
was repeating the same mistakes in the response to Hurricane 
Katrina that it made in Iraq. In Iraq, “without effective 
acquisition planning, management proc^ses, and sufficient 
numbers of capable people, poor acquisition outcomes 
resulted.”'03 GAO concluded that the Katrina response suffered 
from these same flaws.'®^ 

Spending by the Bush Administration on homeland security has 
also been plagued by poor planning. The Inspector General of 
the Department of Homeland Security recently reported that DHS procurements have 
suffered because contract technical and performance requirements were not adequately 
defined. The Inspector General warned that “[b]y approving programs without 
adequately defined technical requirements, DHS risks likely adverse cost and schedule 

consequences.”’®^ 

On September 1 9, 2005, Greg Rothwell, the chief procurement officer of the Department 
of Homeland Security, met with Committee staff. He was asked to explain a series of 
wasteful homeland security contracts, including the Transportation Security 
Administration contract to hire passenger screeners at airports. He said that in many 
cases, the primary problem lay in poor contract planning. Because Department officials 
did not properly define what they wanted to purchase, enormous sums were misspent on 
technologies and services that never achieved their objectives.*®* 

The FBI’s Trilogy project is another example of poor contract planning. In 2001 , the FBI 
launched Trilogy to modernize the FBI’s antiquated information technology 


'®® U.S. Government AccountabSfy Office, Agency Manogemenf of Confrcrcfors f?esponding to Hvntcanei 
Katrina and Rila {Mar. 16, 2006) {GAO-06-46IR). 

'®* Statement of U.S. Compiroiier General Dovid M. Wolker. House Select Bipartisan Committee to Investigate 
the Preparation tor and Response to Hwricar>e Katrina (Feb. 1,2006} (GAO-06-36SR). 

'®2 U.S. Government Accountability Office, Agency Monogemenf of Confracfors Responding to Hurricanes 
Katrina and Rita (Mar. 16, 2006} (GAO-06-46tR). 

*®® U.S. Government AccounfabIPfy Office, Agency Management of Contractors Responding to Hurricanes 
Katrina and Rita (Mar. 2006} {GAO-06-461R). 

*05 Department o1 Homeland Security, ln^ct<x General Department of Homeland Security’s Procurement 
and Program Management Operations (Sept. ^ax)5) (OIG-05-53). 

'®* Briefing by Gregory D. Rothweti, Chief f^ocuremenl Offtcer, O^xirtment of Horryeiand Security, to House 
Government Refcsm Committee Staff (Sept. 19. 2005}. 
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infrastructure. A key component of the Trilo^ proj^t was the Virtual Case File (VCF) 
system, a case management s>^tein intesided to improve data management and 
information sharing within FBI offices. The FBI awarded the contract to develop and 
deliver VCF to Science Applications Int^ationa! Corporation. 

Four years later, the FBI announced that it was terminating the Virtual Case File contract 
at a loss of more than $170 million.’'® In explaining the contract’s failure, FBI director 
Robert Mueller pointed to the lack of “a complete set of defined VCF requirements when 
the contract was signed.”*'’’ Poor contract planning was not the only cause of this 
contract debacle, but it played a significant part. The Justice Dq)artment’s Inspector 
General specifically formd that the failure to anticipate the contract’s technical 
requirements contributed to the failure to design and build an operable system, "o 

The FBI risks repeating the same mistakes with VCF’s successor program, Sentinel, 
which the FBI launched in early 2005. GAO has warned that the examination and control 
of requirements for Sentinel is “critical” to that project’s success.'" The IG has also 
expressed concerns regarding pro^-am management and cost controls for Sentinel.' '2 


E. Inadequate Contract Oversight 

A large and recurring problem in contract management over the last five years has been 
insufficient and inept contract oversight. Billions of dollars in federal spending on 
homeland security, the war and reconstruction in Iraq, the response to Hurricane Katrina, 
and other pro^ams have been imperiled by the failure of the Bush Administration to 
provide basic contract oversight. 

A recent report from the Inspector General at the Defense Department examined the 
Department’s oversight of contractor performance. The IG found that contracting 
officials failed to develop and implement adequate surveillance plans on 87% of contracts 
reviewed; performed insufficient reviews of contractor vouchers on 52% of contracts 
reviewed; and did not document contractor performance in 43% of contracts reviewed. 
Because of these and other failings, the report concluded: “overall, DOD was not assured 


'02 Departmen! of Justice inspected General. The Federal Bureau of Invesfigation's Monagemeni of the Trilogy 
Information Technology Modernizoiion Project (Feb. 2005) (Audit Report 05-07}. 

'0® Department of Justice Inspecfcw G^eral, Top Management ond Performance Challenges in the 
Department of Justice — 2005 (onBne of hltp:Avww.usdoj.gov/oig/chailenges/^S.Wm) (accessed May 17, 
2006). 

'O’ Senate Committee on Appropriations. Testimony of FBI Director Robert S. Mueller. HI. Heon’ngs on the FBI’s 
Information Technology Modemlzalion Program. Trilogy (Feb. 3. 2005). 

' '0 Deportment of Justice Inspector General, The Federal Bureau of Invesfigafion's Management of the Trilogy 
Information Technology Modernization Project (Feb. 2005) (Auefit Report 05-07). 

' ' ’ U.S, Gov^nment Accountability Office, Information Technology: FBI is Building Management Capobilifies 
Bsseniial to Successful System Deployments, but Challenges Rerrtain (Sept. 14, 2005) (GAO-05-10147), 

"2 Department of Justice Inspector Gerseral, The Federal Bureau of Investigation’s Pre-Acquisition Planning for 
and Controls Over the Sentinel Case Management System (Mar. 2006) (Audit Report 06- 1 4). 
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that contractors complied with the terms of their contracts, or that DOD received the best 
value when cxjntracting for services.””^ 

The same oversight problems exist at othCT a^cies. GAO has designated contract 
management at the Department of Defense, flie Department of Energy, and NASA as 
“high risk” areas due primarily to the lack of oversight at these agencies.”'* The Inspector 
General at the Department of Homeland Security has found that a lack of oversight has 
left DHS vulnerable to procurement waste, fraui and abuse and recommended that the 
Department provide its oversight office “with sufficient staff and authority to effectively 
conduct oversight of DHS’ procur«n«it operations.”’ 's 

Three factors in particular have contributed to ffie lack of contract oversight: (1) 
insufficient contract pereonnel; (2) insufficient training; and (3) the use of private 
contractors to conduct oversight. 


1. INSUFFICIENT CONTRACT PERSONNEL 

In 2001, GAO expressed concern that the lack of an adequate acquisition workforce 
would impact the future of contract management. William T. Woods, Acting Director for 
Acquisition and Sourcing Management, testified: 

[AJgencies are at risk of not having enough of the right people with the 
right skills to manage service contracts. Years of downsizing and 
curtailed investments in human capital have produced serious imbalances 
in the skills and experience of the acquisition workforce, and, in effect, 
created a retirement-driven talent drain. It is clear that more needs to be 
done to strengthen the acquisition workforce.”* 

Other experts, such as Steve Kelman, the former Director of the Office of Federal 
Procurement Policy in the Clinton White House, and Steven Schooner, Co-Director of the 
Procurment Law Program at George Washington University, have echoed these same 
concerns. According to Mr. Kelman and Mr. Schooner: 

A well-functioning procurement system depends on developing a large 
cadre of skilled government personnel. ... Sadly, the contracting 
workforce desperately requires a dramatic recapitalization. A bipartisan, 
post-Cold War, 1990s initiative severely reduced the contracting 
workforce, leaving the government unprepared for a post-Sept. 1 1 


"^Deportment of Defense Inspecfcw Gena-al, Acqufsffon: Confrocf SurveiffanceforSe/v/ceCon/rocfs (Oct. 

28. 2005) (Report No. 2006-010). 

' U.S. Government AccountobiKty Office, High-Risk Series: An Update (Jon. 2005) (GAO-05-207). 

’ Deportment of Homeland Security In^ctrx Gena-ol, Oeporfmenf of Hometoncf Security's Procurement and 
Program Management Operations (Sept. »X)5) {0100-53). 

”*U.S. General Accounting Office. Confrocf Monagemenf: improving Services Acqu/sif/ons (Nov. 1, 2001) 
(GAO-02-179T). 
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spending binge. In the last four years, contracting dollars have increased 
by half, but there’s been no corresjwnding growth in the workforce.’’^ 

Despite these warnings, the number of contract officials has not kept pace with the 
growth of federal contracting under the Administration. While federal spending on 

contracts has surged during the Bush Administration, the acquisition workforce has 
remained stagnant. According to a database maintained by the Office of Personnel 
Management, there were 57,835 contracting officials in the federal government in 
2000."® Five years later, the number was just 58,723."’ In some key positions, the 
number of officials actually declined. For example, the number of government auditors 
decreased from 11,628 in 2000 to 11,025 in 2005. ‘20 


At many agencies, the demands on procurement officials are 
overwhelming. In 2004, when the Office of Procurement 
Operations at the Department of Homeland Security handled 
af^roximately $2 billion in federal contracts, each 
procurement officer was responsible for overseeing over 
$100 million in federal procurement spending. In an 
interview with staff, Clark Kent Ervin, the former Inspector 
General at DHS, said that taxpayers were “taken to the 
cleaners” because of the lack of sufficient experienced 
acquisition personnel . '22 Today, the office still remains 
understaffed, with only 58% of the contracting officers it is 
authorized to have. ^23 when asked why more contracting 
employees had not been hired, Mr. Ervin stated: “The 
Department’s leadership just doesn’t treat this as a serious 
issue.”'2^ 


Because of Insufficient 
trained acquisition 
personnel at the 
Department of Homeland 
Security, the taxpayers 
were “taken to the 
cleaners." 

•Clark Kent Ervin, former 
Department of Homeland 
Security Inspector General 


Contract officials providing oversight of federal spending in Iraq were similarly short- 
staffed. In 2003 and 2004, the Pro^am Management Office in the Department of 
Defense had only 1 10 to 120 employees on the ground in Iraq to oversee $18.4 billion in 


J '7 Steven Kelman and Steven t. Schooner, Scandot or Solution?, Government Executive (Nov. 7, 2CX)5) (onltn© 
at wvAv.govexec.com/daiiyfed/1 105/1 10705ot. htm). 

' Office of Personnel Management, Central Personnel Data File: Status Fite (Sept. 20001. There ts no clear 
definition for the acquisition workforce that is recognized by all agencies. This report defines the acquisition 
workforce os the following occupations; Genera! Susiness: Contracting Series; Purchasing Officer; Procurement 
Ciertcoi Support; and industftal Specialist. Using another definition. Mr. Kefmar^ oisd fCHjnd a decrease in the 
number of contract officiois, from over 30,000 in 2000 to und^ 30.000 in 2004. See Steve Kelman, Procuremenf? 
A Quiet Crisis, Federal Computer Week (Nov. 5, 2004) (online at www.fcw.com/afficle84488). 

’ ” Office of Personnel Management, Central Personnel Data FHe: Status File (Sept. 2005), 

■20 w. 

*21 Amid Wider Procurement Woes, RottweliGets High Marks Upon His Departure, CQ Homeland Security - 
Industry & Controcting (Dec. I, ^5). 

’22 Telephone interview between former DHS Inspector Generaf Clark Kent Ervin and House Government 
Reform Committee Mincxity Staff (May 22, 2006). 

'23 fd. 

'24 w. 
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contracts. By comparison, the Army Corps of ^gineere, which itself has a history of 
inadequate contract oversight, has 30,0(X) employee to administer an annual budget of 
$14 billion for its various domestic and international projects. '25 

Stuart Bowen, the Special Inspector Genial for Iraq Reconstruction, concluded that one 
of the key “lessons learned” from the Iraq rKonstruction effort is the importance of 
including contracting officials fi-om the be^nning. According to Mr. Bowen: 

SIGIR research found that there was g^eral agreement among agencies 
concerned with Iraq Reconstniction that contracting plays a central role in 
mission execution and cannot be an afterthou^t in the planning process. 

Whether for stabilization or recx)nstraction, contracting officials can provide an 
accurate and holistic picture of the resources nealed to efficiently contract for a 

given mission.*2<5 

The lack of contract officials also plagued the response to Hurricane Katrina. At the 
time the hurricane hit, FEMA had only 36 acquisition officials, far short of the minimum 
of 172 procurement officials that experts have recommended for the agency,'27 
According to GAO, FEMA and the Army Corps of Engineers lacked sufficient personnel 
to perform adequate oversight on the contracts reviewed. '28 This lack of oversight put the 
agencies “at risk of being unable to identify and correct poor contractor performance ... 
[and] paying contractors more than the value of the services performed.”'2’ The DHS 
Inspector General responsible for Katrina reconstruction agreed, saying, “Inadequate 
contracting staff and a shortage of Contracting Officer Technical Representatives 
(COTRs) hampered FEMA’s ability to effectively monitor Katrina response contracts.”'3° 


2. LACK OF TRAINING 

The lack of sufficient personnel has been aggravated by a lack of adequate training for 
many of the existing contract officials. The DHS Inspector General reported that the 
Department suffers from an acute lack of qualified program managers. The IG found that 
only half of the Department’s program managers are certified as having received the 
training in contract management required for their level of responsibility. In many of the 


'25 Briefing by Deidre Lee, Coalition ProvWonal Aulhority Deputy for Operations, to House Government Reform 
Committee Staff {Dec. 17, 2003). 

'25 Senate Committee on Armed Services, Testimony of Speckil Inspector Generot for Iraq Reconstruction Stuart 
W. Bowen, Jr., Hearings on Confracting Issues in Iraq (Feb. 7, 2006). 

'27 Select Bipartisan Committee to investigate the Prepra'afton for and Response to Hurricane Katrina, A Failure 
of Initiafive: The Final Report of the Select Biporlison Committee to Invesligole the Preparafton for and 
Response to Hurricane Katrina (Feb. 15, 2006). 

' 28 u.S. Government Accountability Office, Agency Monogement of Confroctors Responding to Hurricanes 
Katrina and Rita (Mar, 16, 2006) (GAO-06-461R). 

Department of Homeland Security, Senate Committee on Hcwneksid Security and Governmental Affairs. 
Testimony of Matt Jadacki, Special inspector Gena-ot Guff Coast Hurricane Recovery, Heorings on Kafrino and 
Contracting (Apr. 10, 2006). 
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Department’s constituent agencies, the lade of training is even more pronounced. The IG 
reported that only 3 out 23 program manages at the Customs and Border Patrol are 
certified, as are only 6 out of 37 program managers in the Office of Procurement 
Operations. According to the Inspector Genial, “the need for effective department-wide 
standards for program management process should not be underestimated.”’^" 

The DHS IG also found that DHS contracting officers do not receive sufficient training in 
ethics. The IG raised concerns that the “close relationship” between procurement 
officials and the private sector rendered insufficient even the “minimal” ethical training 
received by DHS employees, and he recommended that program and procurement 
officials receive “expanded training and guidance on their procurement ethics 

responsibilities.’’’^? 


Similarly, the lack of an adwjuate, trained acquisition workforce at the Department of 
Defense has hampered contract management at that agency. GAO has issued numerous 
reports since 2000 concluding that “inadequate guidance and poor training played a role 
when DOD personnel did not use sound techniques to obtain the best prices for DOD.”'33 


The military officials 
overseeing 
Halliburton’s LOGCAP 
contract “had little 
understanding of these 
contracts," "did not 
fully understand their 
contract management 
responsibilities," and 
“received no training 
regarding their roles 
and responsibilities." 


One major example of ineffective contract mmiagement 
by the Defense Department is Halliburton’s LOGCAP 
contract in Iraq. GAO reported that military officials 
utilizing Halliburton’s services “do not understand their 
role in establishing LOGCAP requirements.” When 
GAO conducted interviews with military officials 
responsible for oversight of the LOGCAP contract, the 
officials “told us that they knew nothing about LOGCAP 
before they deployed and had received no training 
regarding their roles and responsibilities.” According to 
GAO, military officials “had little understanding of these 
contracts,” “did not fully understand their contract 
management responsibilities,” and “had little or no 
training on using contractors, including the LOGCAP 
contractor, on the battlefield.”'^* 


•U.S. Government In addition, GAO found that logistical support units 

Accountability Office intended to help commanders utilize Halliburton’s 
services had “no prior LOGCAP or contracting 
experience.” Logistical support units are supposed to “write statements of work, prepare 
independent government cost estimates, review the contractor’s cost estimates and 


'3! Deportment of Homeland Security in^ctor General, Oeportmenf ofHome/oncfSecurity'sProcurementond 
Program Managemeni Operations (Sept. 2005} (OlG-05-53). 

'32 w. 

'33 U.S. General Accounting Office, Morert f9 Hearing on Sourc/ng ondAcquisfffon — Quesf/ons for fhe Record 
{May 23. 2003) (GAO-03-771R). 

’3“* U.S. Government AccounfabWfy Office, Military Operations: DOD’s Extensive Use of Logistics Support 
Contracts Require Strengthened Oversight {July 21. ^504} {GAO-04-854}. 
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technical plans, and act as an interface betwera the customer and the contractor.” But 
GAO reported that many individuals in these units “received only a 2-week training 
session before deploying and had little exp^ience or training in developing independent 
government cost estimates.” As a result, according to GAO, they had little basis on 
which to “judge the reasonableness” of Halliburton’s costs.'^^ 

3. CONTRACTING FOR OVERSIGHT 

Faced with an inadequate acquisition workforce, fedml agencies have sometimes turned 
to contractors to provide oversight of other contractors. But this strategy has generated 
conflicts of interest and produced unsatisfactory results. 

In 2004, the Administration awarded contracts worth $7 billion for the reconstraction of 
six main reconstruction sectors in Iraq, such as oil or electricity. For each of the six 
sectors, the Administration selected a private contractor to supervise and manage the 
construction contracts for that sector. A seventh overarching 
program management contract was also awarded to oversee the 
six oversight contractors. ’3* 

Typically, government officials have the responsibility to 
develop project requirements and oversee construction work. 

But under the oversight contracts, these responsibilities were 
transferred to private contractors. According to contract 
solicitation documents, the oversight contractors were to be 
“responsible for the definition, prioritization, and coordination of 
requirements within defined work sectors and managing overall 
construction projects.”’^? They were also expected to provide 
“oversight of multiple construction projects within the sector” 
and submit cost, schedule, and performance reports.'^s 

This outsourcing of oversight was not effective. The Special Inspector General for Iraq 
Reconstruction found that contracting out key functions, including contract management, 
was inefficient and aggravated existing personnel management problems.'^’ The IG 
concluded that “the large-scale reconstruction and stability operations in Iraq could not be 
solved by contracting out these duties.”'^o 


>35;ci. 

'36 Deportment of Defense, Press Release: Iraq Reconstruction Confracfs Awarded (Mar. 10, 2004). 

'37 CPA Program Management Office, Executive Summary of Draff Solicitations (2003) . ■ 

'38 CPA Ftogram Management Office, Statement of O^ecfives for the CooStion Provisional Authority Program 
Management Office and Sector Program Management Offices {Jan. 6,2004). See also Coalition Provisional 
Authority, Iraq Reconstruction Pre-Proposal Conference Briefing (Jan. 21, 2004). 

'39 Special inspector Genial tor Iraq Reconstruction, Iraq Reconsfrucffon: Lessons in Human Capital 
Monagemeni (Jan. 2006). 

’-'OW. 
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“The large-scale 
reconstruction and 
stability operations in 
Iraq could not be 
solved by contracting 
out these duties." 
-Special Inspector 
General for Iraq 
Reconstruction 
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The decision to privatize contract oversi^t also CTeated serious organizational conflicts 
of interest. For example, CH2M Hill was hir^ to oversee the reconstruction activities of 
Washington Group International at the same time that CH2M Hill and Washington Group 
International were “integrated partn^s” on a $314 million Department of Energy contract 
in the United States.'-” 

According to Daniel Gordon, GAO Managing Associate General Counsel, these 
organizational conflicts of interest are not limits to Iraq and have been growing under 
the Bush Administration. In the first two months of 2006, GAO sustained two bid 
protests involving organizational conflicts of interest.'^ Mr. Gordon concluded that the 
increase in contractor conflicts of int^tst could be traced to a number of factors, 
including the consolidation of the defraise and information technology industries and the 
increase in the type of services p^formed by contractors. 


4. OVERRULING CAREER CONTRACTING OFFICIALS 

In some cases, government contracting officials conduct vigorous oversight of federal 
contracts, only to be overruled by political appointees or to face retaliation for doing their 
job. Halliburton’s Iraq contracts, in particular, provide multiple examples of political 
interference resulting in contract mismanagement. 

In November 2002, a political appointee at the Defense Department, Michael Mobbs, 
made the decision to award Halliburton a task order under the LOGCAP contract to plan 
for the U.S. occupation of the Iraqi oil fields. Although the task order itself was a 
relatively small contract, the decision to award it without competition to Halliburton had 
significant ramifications because Mr. Mobbs had determined — after consultation with 
White House officials, including the Vice President’s chief of staff — that if Halliburton 
received the contingency planning contract, it would also be awarded a no-bid contract 
worth up to S7 billion to implement the plans it developed.'^ Mr. Mobbs made the 
decision to award Halliburton the contingency planning contract over the objections of a 
career attorney with the Army Materiel Command, the agency that oversees the 
LOGCAP contract, who found that the oil-related task order was outside the scope of the 
LOGCAP troop support contract. GAO later analyzed the transaction and concluded that 
the career lawyer’s position was correct and that the work “should have been awarded 
using competitive procedures.”'-'-^ 


CH2M Hill, Wo$hington Group Intemaiiorial, BWXTechnc^ogiesTeomWins$3}4 Million Er^vironmental Closure 
Contract in Ohio. Washington Group IntarKsHonol (Dec. 6. 2002). 

’42 Organization Conflicts of Interest: A Growing Integrity Challenge. 35 Pub. Conf. L.J. 25 (Pali 2005). 

'43 Debate Over Contractor Conflicts of Interest Heats Up, Government Executive (Feb. 3, 2006). 

'44 Organization Conflicts of Interest: A Growing Integrity Challenge. 35 Pub. Cont. t.J. 25 (Fall 2005). 

'45 Briefing by Michael Mobbs, Special Assistant to the Under Secretory of Defense for Policy Douglas Feith. for 
Staff. House Government Refoim CommHIee (June 8, 2003}. See afso Letter from Pep. Henry A. Waxman to 
Vice President Richard B. Cheney (June 13. 2004) (online at 

www.democraf5.reform.house.gov/Documenft/33040623n 4026'70050.pdf) (describing June 8. 2004, briefing). 

'46 U.S. General Accounting Office, Rebdidhg Iraq: Hscof Yeor 2003 Confrocf Award Procedures and 
Management Cho//enges (Jiflie 2004) {GAO-04-^5). 
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In March 2003, as the no-bid contract for the hnqi oil fields was being awarded to 
Halliburton, a second career official voicwi objections. In this instance, the chief 
contracting official at the Army Corps of Engineers, Bunnatine H. Greenhouse, raised 
multiple objections to the contract, including its five-year duration, the magnitude of 
Halliburton’s proposed charges, and her observation that the line between Halliburton 
and government officials had “become so blurred that a perception of a conflict of 
interest existed.”’^^ Not only were Ms. Greenhouse’s objections overruled, she was 
removed from her position and reassigned to a lower-level position with no contracting 
responsibilities after she spoke out about her objections.’^ 

Once Halliburton’s KBR subsidiary began work under the oil contract, political 
appointees intervened again, pressuring career contracting employees to drop their efforts 
to reduce the cost of fuel imports under the contract. State Department documents 
obtained by the Government Reform Committee show that rather than halting fuel 
overcharges, senior State Department officials, including Richard Jones, U.S. 

Ambassador to Kuwait, pr^sured contracting officials to drop their efforts to find a 
subcontractor that would charge less than Altanmia, the Kuwaiti subcontractor hired by 
Halliburton to bring gasoline from Kuwait into Iraq. On December 2, 2003, Ambassador 
Jones sent an e-mail directing officials to: 

[TJell KBR to get off their butts and conclude deals with Kuwait NOW! Tell 
them we want a deal done with al-Tanmia within 24 hours and don’t take any 
excuses. If Amb. Bremer hears that KBR is still dragging its feet, he will be 
iivid.’^’ 

Within days, a senior government contracting official at the Corps of Engineers 
complained about this inappropriate political pressure. Mary Robertson was the career 
contracting official in Iraq responsible for Halliburton’s oil contract. On December 6, 
2003, she wrote to Halliburton: “I will not succumb to the political pressures from the 
GoK or the US Embassy to go against my integrity and pay a higher price for fuel than 
necessary.” Ms. Robertson stated further: “there are other firms who have indicated they 
can provide the product and this is the ethical thing to do.”'5o Ultimately, however, Ms. 
Robertson was overruled and the high-priced contract between Halliburton and Altanmia 
was renewed. 


’‘*7 Letter from Michael D. Kohn, Stephen M. Kohn, and Dovid K. Cotapfrito. Counsel to Bunnatine H. 
Greenhouse, to the Honorable Les Browrtee, Acting Secretory ot *he Army {Oct. 2), 2004). 

U8 5ee Letter from Rep. Henry A. Waxman to Defense Secretary Donald H. Rumsfeld (Aug. 29, 2005) (online at 
www.democrats.reform,house.gov/Documents/20050829J60953-04500.pdf}. 

^‘*’5ee letter from Rep. Henry A. Woxmon to Secretary of Stole Cortdoleezza Rice (Feb. 17, 2005) (online at 
w%vw,democrats.reform.house.gov/DocLffT>enls/2005021712093t'82072.pdf). 

Letter from Mary C. Robertson, Administrative Contracting Officer. U.S. Army Corps of Engineers, fo Kellogg 
Brown & Roof (Dec. 6, 2003). See also HolSburton Unit Cites Pressure to Set Fuel Deals, Wall Street Journal (Dec. 
22,2003). 
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F. Unjustified Award Fees 

A key opportunity to discipline contractor perfomiance and protect taxpayer interests 
occurs when agencies make decisions about contractor award fees. Good award fee 
decisions prevent wasteful expenditures and send a signal to contractors that poor 
performance will not be tolerated. UnjiKtified awards send exactly the opposite message. 

The use of award fee contracts has grown rapidly over the past five yeai^. In 2000, the 
federal government spent $29 billion on contracts that provided opportunities for the 
contractor to earn bonuses through award fees. By 2005, this spending grew to $52 
billion, a 79% increase. See Figure 12. 



While the use of award fee contracts may be appealing in theory as a way to encourage 
responsible contractor performance, the actual management of these contracts over the 
last five years has been deeply flawed. According to GAO, the Defense Department 
alone paid out $8 billion in award fees between 1 999 and 2003, “regardless of whether 
the acquisition outcomes fell short of, met, or exceeded expectations.”’®' 

The GAO report found that the Defense Department paid approximately 90% of the 
available fee on award fee contracts active between 1999 and 2003. These awards were 
based on paperwork criteria, such as the quality of contract proposals or the timeliness of 
reports, rather than the contractor’s performance in meeting cost requirements or 
delivering a functional product. Moreover, the Department did not use the award fees to 


U.S. Governmeni Accounfobffity Ofltce, Defense Acqusi/tons: DOO Hos Paid Billions in Award and Incentive 
Fees Regardless of Acquisition Outcomes (Dec. 2005) (GAO-06-66). 
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reward exceptional contractor performance, as xequired by federal acquisition 
regulations. GAO found that contractor who adiieved “acceptable, average, expected, 
good or satisfactory” performance regularly received up to 90% of the award fee. This 
practice does not effectively drive or reward contractor excellence. In fact, 
approximately half of all award fee contracts surveyed by GAO reported costs overruns 
or schedule delaj^.'^^ 

In response to a question from Rep. Waxman, David Walker, the U.S. Comptroller 
General, testified that award fee contracts are not resulting in value for the taxpayer: 

I think one of the problems that we have in government, Mr. Waxman, is, 
is that if we’re paying incentive and award fees, we need to pay for 
positive results achieved; that people do what they promise or what we 
need and what they promise, when they promised it, and at the cost that 
was agreed to. Unfortunately, that’s not the case for all too many 
contracting arrangements in government. They pay for effort and that’s it, 

not results. 5 53 

An example of unjustified award fees identified by GAO involved the F/A-22 Raptor 
tactical aircraft. On this contract, Lockheed received $849 million in award fees despite 
incurring $10.2 billion in cost overruns and delays of over two years. In total, Lockheed 
received 91 % of the available award fee despite the large cost increases and lengthy 

delays. 

In some cases, Administration officials not only fail to assess contractor performance, 
they actively ignore auditor findings of large cost overruns in determining contractor 
payments and award fees. Auditors at DCAA found that Halliburton incurred 
unreasonable and unsupported costs of $263 million on its no-bid contract to restore 
Iraq’s oil infrastructure. Historically, procurement officials agree with DCAA auditors 
and withhold 56% to 75% of the challenged costs. '56 But in this case, Administration 
officials paid Halliburton $254 million of the disputed costs, upholding only 3% of 
DCAA’s challenges. Halliburton also received profits and bonuses worth millions on top 
of the challenged costs. '57 


'52 fd. 

'53 House Committee on Government Refomn, Testimony of U.S. Compirollef General David Walker. Heortngs on 
Services, Government and Security in Iraq (Apr. 25, 2006). 

'56 U.S. Government AccountablHty Office, Defense Acqvisilions: OOD Has Paid Sllions in Award and Incentive 
Fees Regardiess of Acquisition Outcomes (Dec. 2005) (GAO-06-66). 

'55 Letter from Rep. Henry A. Waxman to Rep. Tom Davis (Feb. 27, 2006). 

156 Letter from DCAA Assistant Director foi Operotions Joseph J. G<a-cia to House Committee on Government 
Reform Majority Staff (Mor.3l, 2006). See abo Anny to Poy Haffiburfon Unit Most Costs Disputed by Audit. New 
York Times (Feb. 27.2006). 

'57 Briefing by Wiiliam Reed, Directw, Defense Contract Audit Agency to Committee on Government Reform 
Staff (Mar. 3, 2006). 
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G. Corruption 

Finally, corruption has exploited — and aggravated — contract mismanagement. There 
is no historical database that measures levels of comipt contracting over time. It appears, 
however, that corruption has been on the rise and is infecting a growing number of 
government contracts. According to Angela Styles, the Director of the Office of Federal 
Procurement Policy at the White Hoxise from 2(X)i to 2003, the recent proliferation of 
indictments and prison terms for senior government officials is “a low-water mark for 

federal contracting.”’58 

One cause of growing corruption appears to be the lack of responsible contract 
management. According to Stuart Bowen, Special hispector General for Iraq 
Reconstruction, the lack of oversight allowed fraud and corruption to flourish in Iraq: 
“[Ojversi^t delayed is oversight denied. . . . Unfortunately, the establishment of an 
inspector general came months too late to deter these criminal activities. . . . Provisions 
for formal ovei^ight of Iraq reconstruction should have been established at the very 

beginning of the endeavor.’’’^? 

1 . INDICTMENTS AND CONVICTIONS 

Since 2004, there have been at least 20 indictments or convictions of government 
officials and contractors for corruption related to procurement. These have included the 
conviction of a senior Republican congressman, the indictment of the top White House 
procurement official, and the conviction of one of the most senior procurement officials 
at the Air Force. 

Corruption has tainted a wide array of contract initiatives, including the reconstruction in 
Iraq, the response to Hurricane Katrina, and major Defense Department procurements. 
Among the individuals who have been indicted or convicted are the following: 

• Rep. Randy “Duke” Cunningham (R-CA). In November 2005, Rep. 
Cunningham pled guilty to accepting $2.4 million in bribes and evading more 
than $1 million in taxes. In exchange for cash, a Rolls-Royce, resort vacations, 
home furnishings, and the use of a yacht, Mr. Cunningham steered hundreds of 
millions of dollars worth of federal contracts to two military contractors.^*o 

• David Safavian, former head of the Office of Federal Procurement Policy at 
the Office of Management and Budget. In October 2005, Mr. Safavian was 
indicted on charges of obstructing proceedings at tlie General Services 
Administration and the Senate and making false statements. Mr. Safavian, who 


'5® Angela Styles, Answer the Scandals. Legal Times {Nov. 7, 2005). 

Senate Committee on Armed Services, Testimony of Special fr>specfOT Genwai tor Iraq Reconstruction Stuart 
W, Bowen, Jr., Hearings on Contracting Issues in Iraq (Feb. 7, 2006). 

Rep. Cunninghorn Pleads Guilty to Bribery. Resigns. Los Angeles Times (Nov. 29, 2006), 
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was the Chief of Staff at GSA prior to becoming the top White House 
procurement official, accepted a golf trip to Scotland fi-om lobbyist Jack 
Abramoff while allegedly helping Mr. Abramoff develop the historic Old Post 
Office in Washington, D.C., and acquire govOTunent land in Silver Spring, 
Maryland. According to the indictment, Mr. Safavian repeatedly lied to 
investigators about his close relationship to Mr. Abramoff.’^’ 

• Darleen Druyun, former Air Force Principal Deputy Assistant Secretary for 
Acquisition and Management, to April 2004, Ms. Druyun pled guilty to 
conspiracy for discussing employmait opportunities with Boeing while 
developing a $23.5 billion plan to lease tanker aircraft from Boeing. In exchange 
for a lucrative executive position at Boeing for herself, Ms. Druyun inflated the 
price of the tanker lease, ignored Air Force cost analysts, and flouted a spectrum 
of federal procurement laws and regulations. Prior to joining Boeing in 
November 2002, Ms. Druyun was one of the most senior procurement officials at 

the Air Force .’*2 

• Kevin Marlowe, former chief of acquisitions for the Defense Information 
Systems Agency. In Sqitember 2005, Mr. Marlowe pled guilty to accepting 
more than $500,000 in bribes. In exchange for cash, vacations, and other 
kickbacks, Mr. Marlowe awarded $18.1 million in contracts to Vector Systems 
Inc., an information technology company. *63 

• Col. Tom Speilissy (ret.), Special Operations Command. In November 2005, 
Col. Speilissy was indicted in a procurement fraud inquiry at Special Operations 
Command (SoCom), the Pentagon division with responsibility for the nation’s 
elite commandos and the lead command in the war on terrorism. Prosecutors 
charged Col. Speilissy with making illegal payments in exchange for preferential 
treatment in the award of defense contracts by SoCom. 

• Robert Stein, Jr., former comptroller for the Coalition Provisional 
Authority. In February 2006, Mr. Stein pled guilty to conspiracy, bribery, money 
laundering, and other charges for steering millions of dollars to an American 
contractor in Iraq and diverting millions more for himself At least six other 
federal officials and military officers are believed to have participated in the 
scheme.’'^ 


Former OM8 Official Indicted, Government Executive (Oct. 5. 2005): Bush Officio/ Arrested in Corruption 
Probe, Washington Post (Sept. 20, 2005). 

’ *2 Deportment of Defense inspecfcx General, Management Accounfabifity Review of the fioeing KC-767A 
Tanker Program (Moy 13. 2005) (RepcxINo. OiG-2004-171); Ex-Penfogon Procurement Chief PfeadsGui/fy to 
Conspiracy, Government Executive (Afx, 20, 2005). 

Former Acqu/sifion Official at Defense Agency Sentenced to II Years. Government Executive {Apr, 7. 2006). 
U.S. Attorney, Middle District of Florida, Press Release: Former SoCom Official Indicted (Nov, 8, 2005). 

'65 Wide Plot Seen in Guilty Plea in Iraq Project, New York Tories (Feb. 2. 2006). 
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• Jeff Mazon, Halliburton; Glenn Powell, Halliburton; Stephen Seamans, 
Halliburton; and Christopher Cahill, Eagle Globa! Logistics. Since March 
2005, multiple Halliburton officials Imve been indicted or convicted of 
corruption-related charges involving Halliburton contracts in Iraq. In March 
2005, Mr. Mazon was indicted for accepting a $1 million kickback from 
LaNouvelle General Trading Company in exchange for inflating LaNouvelle 
billings by over $4 million.’^ In Au^t 2005, Mr. Powell pled guilty to 
accepting $ 1 1 0,000 in kickbacks from an Iraqi subcontractor in exchange for 
awarding a building renovation contract to the subcontractor. In March 2006, 
Mr. Seamans was charged with accq)ting $124,000 in kickbacks from Tamimi 
Global Company in exchange for awarding Tamini a dining hall contract in 
Kuwait.’*® In February 2006, Mr. Cahill, a subcontractor hired by Halliburton, 
pled guilty to inflating invoices by $1.14 million.’*’ 

• Andrew Rose and Lloyd Holliman, FEM A: In April 2006, Mr. Rose and Mr. 
Holliman pled guilty to receiving bribes from a food service contractor. Mr. 
Rose and Mr. Holliman took advantage of their responsibilities during the 
response to Hurricane Katrina by demanding a $20,000 payment plus $2,500 a 
week in exchange for inflating the number of meals provided.'^' 

• Mitchell Kendrix, Army Corps of Engineers: In December 2005, Mr. Kendrix, 
a Quality Assurance Representative for the Corps, was charged with conspiracy to 
commit bribery. Mr. Kendrix allegedly accepted multiple bribes to falsify the 
debris removal records of a contractor involved in the response to Hurricane 
Katrina. ”2 


2. ONGOING INVESTIGATIONS 

In addition to these indictments and convictions, there are hundreds of additional 
corruption investigations underway. Many of these involve procurement corruption in 
Iraq or in connection with the restoration of the Gulf Coast after Hurricane Katrina. 

According to the Special Inspector General for Iraq Reconstruction, over 70 corruption 
investigations are currently underway in Iraq. Twenty-three of the open cases involve 
allegations of contract fraud, overcharging or product substitution, or false claims. At 


Indictment, United Stotesv. Mazon (Mar. )6, 2005). 

Former K.BR Worker Admits to Fraudin Iraq. Washington Post (Aug. 23, 2C05). 

'*8/nfrQ§lV.S.1. 

Company Executive Pleads Guiliy to$l Million Fraudin Iraq, New York Times {Feb. 16. 2005). 

’ ^0 2 FEM A Workers Plead Guilty in Bribery Case, Los Angeles Tinws { Afx. 6. 2006) . 

2 Held on Katrina Bribery Charges, los Armeies times (Feb. 3. 2006); FEMA Workers Are Indicted in Bribe 
Case. New Orleans Times Picayune (Feb. 3, 2006). 

'^2 u,s. Attorney, Southern District of Mistissp^. Press Release: Bribery Charges Filed for Katrina Debris Removal 
(Dec. 6, 2005), 
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le^t thirty-two of the cases involve allegations of theft, bribery, kickbacks, or 

gratuities.* ^3 

In addition, private whistleblowers reportedly have brought over 50 cases under the False 
Claims Act alleging fraud by contractors operating in Iraq, including Halliburton. In the 
one case that has gone to trial, a federal jury found that the security firm Custer Battles 
engaged in dozens of acts of fraud and oniered the company to pay over $ 1 0 million in 
penalties and refunds.’^-* Under the False Claims Act, privately filed cases cannot 
proceed to trial until the Department of Justice decides whether the United States will 
participate in the litigation. For reasons that have not be^ explained, the Department of 
Justice has delayed making this decision in the other False Claims Act cases, preventing 
them fiom going forward.*” 

Hurricane Katrina auditors have opened an even larger number of corruption 
investigations. According to the Dqjartment of Homeland Security Inspector General, 
785 cases of reported criminal activity, including procurement fraud and abuse, are 
currently under investigation.'?* 


Special Inspector Generol tor Iraq Reconstruction, Quarferty Report to Congress (Apr. 2006). 

Affomey Pursues Iraq Confroctor fraud, Wcdi Sfreet Journal (Apr. 19. 2006). 

Some /rag RebuMng Funds Go Untrcxed, Wc^ Street JcHxno! (Jan. 17, 2006): US Firms Suspected of Bilking 
Iraq Funds, Boston Globe (Apr. 16, 2006). 

President's Council on Integrity ar»d Efficiency, Executive Council on Integrity and Efficiency. Oversight of 
Gulf Coast Humcone Recovery; A Semiannuof Report to Congress (Apr. 30, 2006). 
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III. COSTS TO THE TAXPAYER 

The costs to the taxpayer of contract mismanagement are often hidden from view. There 
is no existing database that syst^natically tracks the extent of waste, fraud, and abuse in 
federal contracts. And the Administration frequently refuses to release audits 
documenting overcharges unless the audits are requested by a Republican chairman in 
Congress. 


It is unquestionable, however, that the pervasive mismanagement of contracts under the 
Bush Administration has been expensive. This report identified over 100 contracts 
collectively worth over $700 billion that have been found by government auditors or 
investigators to involve substantial waste, fraud, abuse, or mismanagement. 


“Einstein said Insanity is 
doing the same thing over 
and over again and 
expecting a different 
result. They never learn 

anything No wonder 

costs ore out of control.” 
-Clark Kent Ervin, former 
Department of Homeland 
Security Inspector General 


Since 2000, the Bush Administration has engaged in 
force major “binges” of contract spending. The first 
omured after the attacks of Sq>tember 11, which led 
to a surge of spending on homeland security 
contracts. The second occurred as part of the war in 
Iraq, where foe Administration has spent billions of 
dollars for troop support and reconstruction efforts. 
And foe third occurred after Hurricane Katrina, where 
costly efforts are underway to restore the Gulf Coast. 
Each of these major initiatives has been marred by 
ineffective and sometimes corrupt contract 
mismanagement, which has led to extensive waste, 
fraud, and abuse. 


Since September 1 1 , the Bush Administration has 
spent $19.4 billion on contracts to bolster homeland security, such as contracts to screen 
passengers and baggage at airports, deploy radiation screening machines at ports and 
border crossings, and install cameras along the border. Many of these contracts have 
been characterized by large cost overruns, long delays, and poor performance. As a 
result, billions of taxpayer dollars have been squandered. 

The situation in Iraq is similar. The Administration has spent over $30 billion in taxpayer 
funds on the reconstruction of Iraq, much of it on massive monopoly contracts. 
Notwithstanding this extensive spending, oil production, electricity, and drinking water 
remain below prewar levels. The troop support contract with Halliburton, which has 
consumed another $14.8 billion, has also been characterized by repeated overcharges. 
According to government auditors, Halliburton alone has billed the government over $1.4 
billion in questioned and unsupported charges. 

These mistakes are now being repeated in the Administration’s efforts to rebuild the Gulf 
Coast after Hurricane Katrina. So far, $9.7 billion has been awarded to private 
contractors for services including trash removal, road-building, and roof repair in the Gulf 
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Coast. Government auditors have already found waste, fraud, abuse, and 
mismanagement in dozens of the Katrina contracts. 

These have not been the only wasteful contracts during the last five years. Major 
Defense Department procurements, such as Future Combat Systems, the Joint Strike 
Fighter, and the missile defense program, will waste billions of dollars before 
completion. A retired Air Force procurement official recently lamented, “The incentive 
now is to spend as much as you can” for malfunctioning systems with exorbitant costs.’^^ 
And civilian agencies have repeatedly beoi plagued by contract cost overruns and 
inadequate performance. 

The overall magnitude of the squandered spending is enormous. The discussion below 
provides a summary of over two dozen wastefiil contracts, while an appendix to the 
report identifies 118 contracts fiiat have been examined by government auditors and 
investigators and found to contain significant waste, fraud, or abuse or to have been 
poorly managed. The total value of the costs incurred or projected to be incurred under 
the 1 1 8 problem contracts is $745.5 billion. 


A. Wasteful Homeland Security Contracts 

Since the attacks of September 1 1, 2001, the Department of Homeland Security (and its 
predecessor agencies) has entered into contracts worth $19.4 billion. In 2005 alone, DHS 
entered into over 63,000 contracts worth $10 billion. Approximately 55% of those 
contracts, worth $5.5 billion, were awarded without full and open competition. 

Due to poor management, many of the largest homeland security contracts have proven 
vulnerable to waste, fraud, abuse, and mismanagement. Examples of these contracts are 
described below. Now, more than four years after the September 1 1 attacks, the 
Administration is moving to replace or alter much of the equipment acquired in the first 
binge of spending because it has been ineffective or unreliable. 


1 . THE CONTRACT TO HIRE AIRPORT SCREENERS 

In February 2002, the Transportation Security Administration (TSA) awarded a $104 
million contract to NCS Pearson, Inc. to test and hire airport passenger and baggage 
screeners. In less than one year, the contract ballooned to $741 million.’^® Despite this 
expenditure, the rate at which screeners fail to detect weapons has remained unchanged 
for over four years.'” 


Forward Observer: A Whistleblower's Lament, CongressDaily (Mar. 13, 2(X)6j (online of 
www.govexec.com/story_page.cfm?articteid=33594}. 

Letter from Peter A. lovino. Assistant Administratw for Legislative Affairs, Depariment of Homeland Security, 
to Rep. Henry A. Waxman {Sept. 2, ^5). 

Contracting Rush for Security Led to Waste. Abuse. Washir>glon Post {May 22, 2005). 
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The chief executive of 
an “event logistics” 
company — newly 
formed by two former 
travel agency 
employees — 
received over $5 
million for just nine 
months of work. 


Federal auditors examining the Pearson contract have 
reported multiple problems. According to the DHS 
Inspector T^A’s failure to develop a project 

management plan, an acquisition plan, or an acquisition 
baseline meant that toe agency began toe contract without 
having finalized the number of screens, the schedule, or 
the budget.’®° 


An audit by the Defense Contract Audit Agency 
questioned at least $297 million of toe costs claimed by 
Pearson under the contract.’s' The DCAA audit called 
into question spending by Pearson on luxury hotels, long distance phone calls, and 
noncompetitive subcontracts. Among the disputed charges were $526.95 for one phone 
call from toe Hyatt Regency O’Hare in Chicago to Iowa City and $8,100 for elevator 
operators at toe Marriott Marquis in Manhattan.'*^ One of the subcontracts challenged by 
DCAA paid the chief executive of an “event logistics” company — newly formed by two 
former travel agency employees — over $5 million for just nine months of work.’83 


A Pearson employee who supervised Pearson’s hiring efforts at 43 sites in the United 
States admitted in a media interview; “There was abuse of the taxpayers’ trust. We 
didn’t get the bang for our buck.”’®< 

In December 2004, TSA agreed to pay Pearson $741 million, withholding only $143 of 
the $297 million in costs challenged by DCAA.'®* 


2. THE CONTRACT TO SCREEN AIRPORT LUGGAGE 

In J\me 2002, TSA awarded a large cost-plus contract to Boeing for the installation and 
maintenance of luggage screening equipment at commercial airports, despite the fact that 
Boeing submitted the highest bid. The contract was structured to allow Boeing to 
function as project manager while subcontracting over 90% of the work, mostly to two 
companies that made the baggage screening machines. TSA estimated the contract value 


'80 Deportment of Homeland Secwity inspector General. Review of the Transp<^aflon Security Administration’s 
Management Controls Over the ScreenerRecryifmen/ Program (Dec. 2005J (010-06-) 8). 

Letter from Peter A. lovino, Aswstanl Administrator tor legislative Affoirs. Depariment of Homeland Security, 
to Rep. Henry A. Waxmon (Sept. 2, 2005); Defense Contract Audit Agency. Audit Report on Costs Recorded 
Through November 2, 2002 Contract No. DTSA20-02-C-00400 (May 3. 2004) (Audit Report No. 3541- 
2002A10100001). 

182 Defense Contract Audit Agency, Audit Report on Costs Recorded Through f^vemPer 2, 2002 Contract No. 
D7SA20‘02-C-00400 (May 3, 2004) (Audit Report No. 3541-2OO2A10)0000t|. 

'83 Defense Contract Audit Agency. Audit Reprxt on Costs Recorded Through NovemPer 2. 2002 Contract No. 
DTSA20-02-C-00400 (May 3. 2004) (Audit Repeal No.3541-2002AI0i0000l). 

'8'* The High Cost of a Rush to Security, Washff>g!on Post (June 30. 2005). 

'85 Letter from Peter A. lovino, Asssfan! Adminisfratca' for Legislative Affairs, Department of Homeland Security, 
to Rep. Henry A. Waxman (Sept. 2, 2005). 
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to be $508 million for an initial period of seven months. But the costs ballooned to at 
least $1.2 billion and the performance p^od was extended by an additional 18 months.'s^ 

According to published accounts, the baggage s(a-eening equipment installed under the 
contract has suffered from high false alarm rat^. After passengers and airline managers 
complained of delays due to false alarms, the machines were calibrate to be less 

sensitive. Although this has lowered ftie rate of false alarms, the decreased sensitivity has 
also made the machines far less effective at detecting bombs.’®^ 

GAO testified tliat the screening machines also suffer from a variety of other operational 
“inefficiencies,” including the fact that baggage must be moved manually from the 
conveyor belt to the machine and bade again.’®® According to GAO, TSA will have to 
spend an additional $3 billion to $5 billion to upgrade to more efficient in-line machines 
that rely on the latest technology.'®^ 

The DHS Inspector General has also been critical of the contract. The IG found ftiat TSA 
made mistakes in the award and management of the contract with Boeing. Until 
December 2003, according to the IG, TSA paid all of Boeing’s costs and based Boeing’s 
profit on a percentage of total costs, creating a prohibited “cost-plus-a-percentage-of- 
cost” contract.'^o 

In addition, the IG found that TSA paid Boeing $44 million in award fees without 
evaluating Boeing’s performance, removing any incentive to improve performance that 
the award fee might have provided. The IG also reported that TSA paid Boeing a 
disproportionate amount of profit compared to Boeing’s costs and risks. Under the 
contract, Boeing subcontracted 92% of the work but earned profits on all contract-related 
costs, including the subcontractors’ costs. In 2003, for example, Boeing itself incurred 
only $39 million in direct costs, but the company received $82 million in profit based on 
costs incurred by the subcontractors. The IG judged at least $49 million of Boeing’s 
profit to be “excessive.”*” 


Department of Homeland Security Inspector Generol, Evaluation of ISA's Contract for the Installation and 
Maintenance of Explosive Defection Equipment at United States Airports (Sept. »D04} {OIG-04-44): Contracting 
Rush for Security Led to Waste. Abuse, Washington Post (May 22. 2005). 

'®^ Contracting Rush for Security Led to Waste. Abuse. Woshington Post (May 22, 2005). 

'®® U,S. General Accounting Office, Aviation Security: Challenges Exist in Stabilizing and Enhancing Passenger 
and Baggage Screening Operations (Feb. 12, 2004} (GAO-04-440T). 

'S’ U.S. General Accounting Office, Aviation Security: Better Planning Needed to Optimize Deployment of 
Checked Baggage Screening Systems (Jufy 13, 2005) (GAO-05-896T1. 

”0 In a "co5t-plus-a-percen1age-of cost” controct, the contractor rec^ves its profit os a percentage of the 
controctor's actual costs. This type of confract is prohibited under federal taw. See 10 U.S.C. §!306: 41 U.S.C. 
§254(b}. This differs from a cost-plus-owcyd-fee contract, discussed in sections It.B.l and ILF. supra, in which the 
contractor's fee includes both a base fee, fixed at the inception of the contract (often as a percentage of the 
estimated costs), plus on addilionoi fee based on the contractor's comp^rree with criteria set forth in the 
contract. See FAR § 16.3-16.4. 

Deportment of Homeland Security Inspected General, Evaluation of ISA's Contract for the Installation and 
Maintenance of Explosive Detection Equipment at United States Aaports (Sept. 2004) {OlG-04-44) . 
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3. THE CONTRACT TO UPGRADE AIRPORT COMPUTER NETWORKS 

In August 2002, TSA entered into a $1 billion contract with Unisys Corp. to upgrade 
airport computer networks. This contract, however, has been marred by significant 

overcharges. ”2 

According to published accounts, the Defense Contract Audit Agency found that Unisys 
“overbiiled taxpayers for as much as 171,000 hours worth of labor ... by charging up to 
$ 1 3 1 an hour for employees who were paid less than half that 
amount.”’93 DCAA also found that Unisys had billed for 
24,982 hours of overtime not permitted rmder the contract.’’^ 

In a report released in February 2006, the DHS Inspector 
General reported that by September 2005, less than halftvay 
through the contract period, TSA had already spent $834 
million on the Unisys contract, over 80% of the contract 
ceiling. An additional $106 million had been spent by 
other DHS agencies on the project.*’^ 

An additional problem involving the Unisys contract is that it 
appears that Administration officials misled Congress about 
the true costs of the contract. According to the IG, contract 
officials at TSA estimated that the contract costs would reach $3 billion to $5 billion, but 
decided to set an artificial ceiling of $ 1 billion. The former chief information officer at 
TSA said that he was instructed by senior administration officials to cite the $1 billion 
cost figure to congressional officials, which was “a number out of the air” that “would be 
more palatable.””® 


4, TH E CONTRACT FOR RADIATION DETECTORS 

In 2003, the Department of Homeland Security awarded an indefinite-delivery/indefinite- 
quantity contract to Science Applications International Corp. (SAIC) to manufacture 
radiation detection machines for the nation’s borders and ports. As of December 2005, 
the Office of Customs and Border Protection had bought 670 of the machines, called 


”2 Department of Homelond Security inspector General, Tronsportofron Security Adm/n/stration’s Information 
Technology Managed Services Confroct (Feb. 2006) (OlG-06-23). 

Contractor Accused of OverbUling U.S.. Washington Post (Oct. 23. 2005). 

Id. 

'95 Department of Homeland Secixity inspector General, Transporfafron Security Administration’s Information 
Technology Managed Services Contract (Feb. KX)6) (OlG-06-23). 

'9*)d. 

”Ud. 

'98 Contractor Accused of OverbiHing U.S.. Woshinglon Post (Oct. 23, 2005). 
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radiation portal monitors, at a cost of about $286 million, approximately $427,000 
each.’’’ 

According to published accoxmts, the radiation portal monitors supplied by SAIC are so 
highly sensitive to radiation that they cannot distinguish between weapons-grade nuclear 
material and items that naturally emit radioactivity, including cat litter, granite, porcelain 
toilets, and bananas. As a result, the machine set off so many false alarms that customs 
officials were compelled to decrease the machines’ sensitivity levels.2°o 

The Department of Homeland Security has conceded that the main problem with the 
radiation portals is their inability to discriminate among nuclear materials. According to 
Vayl Oxford, the acting director of the Domestic Nuclear Detection Office at the 
Department of Homeland Security: “today’s equipment lacks a refined capability to 
rapidly determine the type of radioactive materials it detects.” Moreover, Mr. Oxford 
testified that increasing the sensitivity level would not guarantee that the machines will 
recognize all potentially harmful materials because hi^-density shields made from lead 
or steel successfully block the machine’s ability to detect uranium.^oi 

DHS’s failure to manage the detection system has further limited the machines’ 
effectiveness. According to GAO, DHS allowed trucks to pass through the monitors in 
2005 at speeds too high for accurate screening .202 Moreover, the majority of cargo 
entering the United States is not screened at all. According to published reports, on an 
average day at the combined ports of New York and Newark, only 6% to 7% of the 
shipments are run through the radiation portals.203 


5 . THE CONTRACT FOR BORDER SURVEILLANCE 

The Office of Border Patrol has deployed thousands of cameras and sensors to monitor 
activity on the Mexican and Canadian borders through a program known as the Integrated 
Surveillance and Intelligence System (ISIS). The ISIS contract was initiated in 1997, but 
much of the spending under the contract has occurred over the last five years, with over 
$429 million having been spent to date.2«« A typical surveillance site under the ISIS 
contract consists of a 60- foot pole mounted with seven to ten cameras and costs over 


U.S. Government Accountability Office, Combating Nuclear Smuggling: DHS Has Made Progress Deploying 
Radiation Defection Equipment at U.S. Ports-of-Entry. but Concerns ftemoBi (Mar. 2006) (GAO-06-389|; U.S. 
Government Accountobility Office, Combating Nuclear Smuggling: Challenges Focing U.S. Efforts to Deptoy 
Radiation Detection Equ/pmenffn Ofrter Countries and in the United States (Mar. 28. 2006) {GAO-06-558T}. 

200 U.S. to Spend Billions More to Alter Security Systerrts. New Yorfc Times (May 8, 2005). 

20’ House Homeland Security Committee. Testimony of Voyl Oxford, Acting Offector. Domestic Nuclear 
Detection Office, Department of HomelarxJ Security, Heorings on Defecting Nuclear Weapons and 
Radiological Materials (June 21, 2005). 

202 ij,s. Government Accountability Office, Combating Nuclear Smuggling: Efforts to Deploy Rrxiiaiion 
Detection Equipment in the United States and in Other Countries (June 21, 2005) {GAO-05-840T). 

203 On the Waterfront, CBS News (Feb. 26, ax)6). 

20 ^ Department of Homeland Security Inspector General. A Review of Remote Surveillance Technology Along 
U.S. Land Borders (Dec. 2005) {OIG-06-15). 
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S300,000.205 xhe contract was initially awarded to fotemational Microwave Corporation, 
but is now held by L-3 Communications, which acquired IMC in 2003. 

In December 2003, GSA auditoi^ reported substantial problems with the ISIS contract. 
The auditors found cameras and ottier pieces of equipment that did not work and 
surveillance sites where no equipment had been delivered and no work performed.^o* 
According to published accounts, the auditors also reported substantial cost overruns, 
including $13 million in potential overcharges by L-3 Communications. 207 in one case, 
the Office of Border Patrol paid $20 million for malfunctioning camera S 5 ^tems at eight 
border patrol zones and for poles, cameras, and gear that were never installed .208 The 
GSA auditors concluded that lack of ovmi^t “placed taxpayers’ dollare and . . . national 
security at risk.”209 

A recent audit by the DHS Inspector General reported that the ISIS system is largely 
ineffective. Because the remote video surveillance cameras do not have the ability to 
detect movement automatically, illegal activity goes unnoticed unless border patrol 
personnel are monitoring the cameras at the time. The cameras are also vulnerable to 
power outages and many sites do not have back-up power sources. The cameras 
malfunction when exposed to snow, ice, humidity, and extreme temperatures. Moreover, 
the remote video surveillance system can cover only 5% of the border. As a result, the 
IG concluded that the surveillance system has hobbled field operations. 

The Office of Border Patrol has acknowledged that the existing system is inadequate. 

On January 5, 2006, DHS announced its plan to address these deficiencies with new 
“highly mobile detection systems.” The Office of Border Patrol described the ISIS 
system as “no longer state of the market” and several steps behind the current state of 
technology. As a result, the agency is “significantly challenged by the ever-changing 
threat environment.”2” 

Rather than learn fiom these mistakes, Administration officials are poised to repeat 
them. DHS Deputy Secretary Michael Jackson recently told potential bidders for the 
Secure Border Initiative, a new federal contract to design, build, test, and operate a 
massive border security system, “We’re asking you to come back and tell us how to do 
our business.” 2’2 in an interview with Committee staff, former DHS Inspector General 


20SHouse Homeland Security Cormiiftee, Testimony of 1-3 Communications President Joseph A, Soponaro, 
Hearings on the Mismanagement of the Border SurveiBance System and Lessons for the New Americo’s Shield 
Initiative (June 16.2005}. 

20 ^ House Homeland Security Committee. Hearings on the Mismanagerrrent of the Border Surveillance System 
and Lessons for the New America's Shield Initiative (June 16. 2005). 

207 Probe Faults System for Mon/toring U.S. Borders, Washington Post (Apr. i 1. 2005). 

208 w. 

207 /d. 

210 Deportment of Homeland Security Inspector General, A Review of Remote Surveillance Technology Along 
as. Land Borders (Dec. 2005) (OIG-06-15). 

2 * ' Home/ond Security Seeks Proposals for Border Technotogy. Government Executive (Jon. 5, 2006) . 

252 susn Turns to Big Military Contractors for Border Confrof. Nev/Ycxk Times (May 18, 2006). 
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Clark Kent Ervin was astonished by the refusd of DHS to alter its approach and set 
meaningful contract requirements: 

Einstein said insanity is doing the same thing over and over again and expecting a 
different result. They never learn anything. It’s just crazy. It’s turning logic on 
its head. No wonder costs are out of control. The government should know how 
these things woric and hold contractors accountable.^’^ 


6 . THE CONTRACT FOR US- VISIT 


In June 2004, the Department of Homeland Security awarded a ten-year, $ 1 0 billion 
contract to Accenture to implement US-VISIT, a program designed to collect and store 
personal, travel, and biometric information (fingerprints and photographs) from foreign 
nationals entering the United States, Although the company promised to create a 
“virtual border,” auditors and injectors general have found serious and ongoing 
problems with the program. 


According to GAO, US-VISIT lacks the “capability to 
track the entry and exit of persons entering the United 
States at air, land, and sea ports of entry.”^’^ GAO 
concluded that “the program continues to invest hundreds 
of millions of dollars for a mission-critical capability under 
circumstances that introduce considerable risk that cost- 
effective mission outcomes will not be realized.”^’* 


Two years after awarding 
a $10 billion contract, the 
Department of Homeland 
Security has yet to 
demonstrate that US-ViSIT 
is the “right solution" for 


One cause of these repeated problems is US- VISIT’S 
reliance on out-of date and ineffective technologies. For 
example, US-VISIT uses a fingerprint identification system 
that is not folly integrated with the system used by the FBI. 

As a result, according to GAO, US-VISIT lacks foil access 
to the FBI’s master criminal database. Moreover, because 
US-VISIT’s database of travel and biometric information is not linked to other law 
enforcement systems, border officials must search multiple systems to detennine a 


immigration and border 
management. 

■U.S. Government 
Accountability Office 


Telephone interview t>etween former DHS Inspector General Clark KenI Ervin and House Government 
Reform Committee Minority Stoff (May 22, 2006). 

2’'^ Deportment of Homeland Security Inspectcw Genera!. Implemeniotkm of the United States Visitor and 
immigrant Status indicator Technotogy Program at Land Border Ports of Entry (Feb. 2005) {OiG-05-1 1). 

U.S. Gov^ment Accountability Offtce.HometondSecttf^; Some Progress Mocfe, buf Mony Cho/tenges 
Remain on U.S. Visitor and Immigronf Status Indicoior Technology Program (Feb. 2005) {GAO-05-202). 
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foreign national’s identity and eligibility for enby.^J? DHS has announced its intention to 
address this lack of interoperability and inte^ntion in the coming months.^^s 

A recent review of US-VISIT by the DHS IG found both technological and management 
issues that could compromise the program’s security and integrity. The IG reported that 
the system’s security has multiple weaknesses Uiat leave it vulnerable to unauthorized 
access. The IG also found that the lack of communication and coordination between and 
among the US-VISIT program and other DHS branch^ has weakened information 
security and security management.^’’ 

Even when US-VISIT functions correctly, it may not prove to be an efficient or effective 
tool for securing the nation’s borden?. According to GAO, the Department of Homeland 
Security has yet to demonstrate that US-VISIT is the “right solution” for immigration and 
border management .220 GAO also found that DHS still has not approved a strategic plan 
for how US-VISIT will operate with other border and homeland security initiatives, nor 
performed cost-benefit analyses that justify the Department’s expenditures on the US- 
VISIT pro^am.22' 


7. THE CONTRACT FOR THE TRANSPORTATION SECURITY 
OPERATIONS CENTER 

From February to April 2003, TSA entered into contracts to lease and renovate an empty 
facility to house its crisis management operations unit. The renovation was completed in 
July 2003, but an audit by the DHS Inspector General found that TSA’s management and 
oversight of the building’s renovation resulted in waste and abuse.^-2^ 

The IG found that TSA spent over $ 1 9 million to equip the facility lavishly. The building 
itself has 55 offices, 150 workstations, 12 conference rooms, 7 kitchens, and a fitness 
center, yet only 80 employees and 60 contract employees are expected to use the space. 
The project manager and facility operations officer paid $500,000 to a tool company for 
artwork and decorative items, including $29,032 for an art consultant and her assistant 
and $30,085 for silk plants. Moreover, an unnecessary decision to accelerate the 


212 Department of Homeiond Security Inspector Generol, implemenfoHon of the tufted States Visitor and 
Imm/granf Sfotus Indicafor Technology Program a1 Land Border Ports of Entry [fed. 2Q05] (OIG-OS-1 1); U.S. 
Government Accountability Office. Home/ond Security; Visitor and Immigrant Status Program Operating, but 
Management improvements Are Still Needed (Jan. 25. 2006) {GAO-06-3t8T). 

2’®Senofe Committee on Api:woprlafion$, Testimony of Jim Williams, US-VISIT Program Director, Department of 
Homeland Security, United Slates fnfry/£xif Tracking: Is the United States V^itor and immigrant Status Indicator 
Technology (US-VISIT) On Track for Success? (Jan. 25. 2006). 

2” Department of Homeland Security inspector General. US-VISfT System Security Management Needs 
Strengthening (Dec. 2005) (OIG-06-16). 

220 U.S. Government AccountobiSty Office, Homeland Security: Vcitor and Immigrant Status Program 
Operating, but Management Improvements Are Stiff Needed (Jan. 25, 2006} (GAO-06-318T). 

22’ u.S. Government Accountability Office, i?ecommendofic»is to Improve Management of Key Border Security 
Program Need to Be Implemented (Feb. 2006) (GAO-06-296)- 

222 Department of Homeland Security Inspector Genercfi, kregularities in the Development of the Transportation 
Security Operations Center (Mo-. 2005) (OIG-05-18). 
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construction deadline cost TSA betw^i $400, (KH) and $600,000, not including 
approximately $575,000 in unjustified “approved construction change orders.”223 

In addition, two TSA employees spent over $136,000 on purchase cards for personal 
convenience items such as leather briefcases without proper authorization. The 
employees also used the purchase cards to acquire tables, chairs, loveseats, and armoires 
for the office, despite TSA’s express prohibition against the purchase of furniture with 
purchase cards.22< 


B. Wasteful Iraq Contracts 

The Administration has spent approximately $30 billion in taxpayer dollars to rebuild 
Iraq. The Administration also spent an additional $20 billion in Iraqi funds under its 
control. Yet the Administration has produced little of lasting value to show for this 
expenditure. Basic services in Iraq remain below prewar levels. Despite spending over 
$2 billion on oil-related projects, oil production in Iraq in March 2006 was 2 million 
barrels per day, below the prewar level of 2.6 million barrels per day . 225 Despite 
spending $4 billion on electricity projects, electricity generation in Iraq in March 2006 
was 4,100 megawatts, below the prewar level of 4,300 megawatts .226 And despite 
spending over $ 1 billion on water projects, only 43% of Iraqis had access to drinkable 
water in March 2006, fewer than before the war . 222 

Moreover, it appears that major reconstruction projects in Iraq may never be completed. 
The Special Inspector General for Iraq Reconstruction warns that the United States faces 
a “reconstruction gap,” which he defines as the “difference between what was originally 
planned for reconstruction in the various sectors and what will actually be delivered .”228 
For example, of the 136 water projects the Administration promised to complete, only 49 
(36%) will be completed. 22 ? 

Contracts for military support in Iraq have also been plagued by extensive waste, fraud, 
and abuse. In fact, DCAA identified over $1 billion in questioned and unsupported costs 


223 /d. 

224 Id. 

225 U.S. Government AccounfobiBty Office, Rebuilding Iraq: Governance, Secorit/, Reconsfrucfion, and 
Financing Challenges (Apr. 25. 2006) (GAO-06-697T). 

225 Id; cf. Special inspector Genera) for Iraq Reconsfruction. Quarterly Report to Congress (Apr. 30, 2006} 
(Electricity generation In Iraq in March 2006 was 4,004 megawatts, below the prewar level of 4,500 
megawatts.). 

222 Special inspector Generol fcwiroq Reconstruclic«, Quarteriy Report to Congress (Apr. 30. 2006): Special 
inspector General for Iraq Reconstrucfton, Quarterty Report to Congress (Jon. 30, 2006). According to the 
January report, 8.25 million Iraqis hod potoWe water availability as of November 30. 2005. The April report 
stated that 3.0 million more Iraqis hod been added in the last qucHler. The total — 1 1 ,25 million — is still less than 
the number of troqis with access to clean water befrxe the war. See Special Inspector General for Iraq 
Reconstruction, Quarterly Report to Congress (Jan. 30. 2006). 

228 speciol Inspector Genera! for Iraq Reccaistructkm, Quarterty Report (Jan. 30, 2006) . 

229 Id. 
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in its review of just one contract. This contract — Halliburton’s LOGCAP contract — 
and examples of other wasteful Iraq contracts are described below. 


1 . THE LOGCAP CONTRACT 

One of the Administration’s most problematic contracts is Halliburton’s multi-year 
contract with the U.S. Army to provide logistical support to the troops. Known as the 
Logistics Civil Augmentation Pro^am (LOGCAP), diis cost-plus, monopoly contract 
was awarded to Halliburton subsidiary KBR in December 2001 . LOGCAP is the largest 
contract in Iraq, and as of April 2006, its value for work in Iraq was $14.8 billion.230 

Problems with the LOGCAP contract have been described in detail by internal company 
whistleblowers, federal government auditors, and congressional investigators. 'Fhese 
problems include the Administration’s failure to plan properly, control exorbitant 
contractor costs, or heed the advice of auditors who recommended curtailing contractor 
payments. 

Over the past two years, several former Halliburton employees have come forward 
publicly to provide Congress with information about egregious overcharges under 
LOGCAP. For example: 

• Marie deY oung, a Halliburton logistics specialist, testified about subcontracts 
under which Halliburton paid $45 per case of soda and $100 per 15-pound bag of 
laundry. Ms. deYoung also disclosed that Halliburton refused the Army’s request 
to move Halliburton employees ifrom a five-star hotel in Kuwait, where it cost 
taxpayers approximately $10,000 per day to house the employees, into air- 
conditioned tent facilities, which would have cost taxpayers under $600 per 
day.23’ 

• Henry Bunting, a Halliburton prociuement officer, described how he and other 
buyers were instructed to split large purchase orders into multiple purchase orders 
below $2,500 in order to avoid the requirement to solicit multiple bids. 
Supervisors routinely told the employees responsible for purchasing: “Don’t 
worry about price. It’s cost-plus.”232 

• David Wilson, a convoy commander for Halliburton, and James Warren, a 
Halliburton truck driver, testified that brand new $85,000 Halliburton trucks were 
abandoned or “torched” if they got a flat tire or experienced minor mechanical 
problems. Mr. Warren brought these and other concans to the peraonal attention 


220 Army Field Support Command, Media Ot^galion Spreadsheet (Afw. 20. ^06). 

23* House Committee on Government Reform, Hearings on Contracting orK# the Rebuilding of Iraq: Part IV. 

108th Cong. |Ju1y 22, 2004). 

232 Senate Democratic Policy Cc^nmilfee, Heonngs on Iraq Contracting Abuses (Feb. 13, 2004). 
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of Randy Harl, the president and CEO of KBR. Mr. Warren was fired a few 
weeks later 233 

GAO investigators attributed many of LOGCAP’s jH-oblems to planning, training, and 
oversight failures by the federal govemmeait. In July 2004, GAO found that “planning 
for the use of the LOGCAP contract to support the troops in Iraq did not begin until after 
the fall of Baghdad.” GAO reported that planning was “ineffective” and “piecemeal,” 
and military officials told GAO that “they knew nothing about LOGCAP before they 
deployed and had received no training.”234 

Government auditors from DCAA have also found multiple problems with Halliburton’s 
work under the LOGCAP contract. After identifying “si^ificant unsupported costs” and 
“numerous, systemic issues” with Halliburton’s “inadequate proposals,” DCAA 
recommended on three occasions that the Army begin withholding a portion of contractor 
payments until Halliburton corrected these deficiencies, as federal law requires.235 In 
total, DCAA has now identified over $1.1 billion in questioned and unsupported costs 
under the LOGCAP contract.23* 


2. THE ORIGINAL RIO CONTRACT 

On March 8, 2003, the U.S. Army Corps of Engineers awarded Halliburton subsidiary 
KBR a no-bid monopoly contract to restore and operate Iraq’s oil infrastructure. The 
Restore Iraqi Oil (RIO) contract was awarded in secret, and other qualified companies, 
like Bechtel, which did most of the oilfield work after the first Gulf War, were precluded 
from bidding.232 Ultimately, Halliburton charged approximately $2.4 billion under the 
RIO contract, split generally between oil infrastructure projects and fuel importation.238 
Work has now concluded on all ten RIO task orders. 

Reps. Henry A. Waxman and John D. Dingell began to raise questions about 
Halliburton’s RIO contract soon after it was awarded.23’ In a series of letters, they 
provided evidence that Halliburton’s prices to import gasoline from Kuwait were inflated, 


233 House Committee on Gov^’nmenf Reform. Hearings on Controc/ing ond ffie Rebu/Vding of Iraq: Part IV, 
108th Cong. (July 22,2004). 

234 Government Accountobitity Office, DOD’s Extensive Use 0 / Logistics Support Contracts Requires 
Strengtheried Oversight (July 2004) {GAO-04-854). 

235 Letter from Rep. Henry A. Woxman to Defense Secretary Donald H. Rumsfeld (Aug. 24. 2004} (online at 
w\vw.democfats.refonn.house.gov/story.asp?lD=453&lssue»lroq+Reconslfucfion) (citing Memorandum from 
Defense Contract Audit Agency to U.S. Army Field Support Command (Aug. i 6, 2004)) . 

23* Minority Staff, House Committee on Government Reform, Halliburlon's Quesfjoned ond Unsupported Costs 
in Iraq Exceed $ 1.4 Billion (June 27, 2005). 

237 Minority Staff, Special Investigations Division, House Committee on Government Reform, Halliburton's 
Gasoline Overcharges (July 21, 2004). 

238 U.S. Army Corps of Engineers, Frequently Asked Questions: Engineer Support to Operation Iraqi Freedom 
(Oct. 7, 2004), 

239 Letter from Rep. Henry A. Waxman to Lt. Gen. Robert Flowers. U3. Army Corps of Engineers (Mor. 26, 2003) 
(online at www.democrafs.refoim.house.gov/Documents/20040628090509-06652.pdf). 
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concluding that Halliburton appeared to be char^g twice as much as it should have for 
fuel imports. 2 ‘'o Independent experts a^eed, charactwizing Halliburton’s fuel charges as 
“highway robbery” and “outrageously high.”2<> 

These concerns about Halliburton’s inflated costs were validated by Pentagon auditors. 
In audits of the ten task orders under the RIO contract, DCAA identified $2 1 9 million in 
“questioned” costs and $60 million in ‘hinsiqjported” costs. 2 « The DCAA auditors 
criticized virtually every aspect of Halliburton’s work, including excessive charges to 
import fuel into Iraq from Kuwait and unnecessary retroactive payments to its Turkish 
fuel subcontractors.2<3 

Despite these congressional and auditor findings, the Coqjs of Engineers opted to 
reimburse Halliburton for nearly all of tt»e $263 million in challenged costs under the 
RIO contract.2‘»< 


3. THE RIO 2 CONTRACT 

In January 2004, the Army Corps of Engineers awarded Halliburton subsidiary KBR a 
$1.2 billion, cost-plus contract to restore oil infrastructure in southern Iraq, known as 
“RIO 2.”2^5 xhe award of the RIO 2 contract to Halliburton was controversial because 
DCAA had warned the Corps of Engineers not to enter into future negotiations with the 
company without consulting the auditors about Halliburton’s significant cost estimating 


2^0 Letter from Reps. Henry A. Wcxman and John D. Dingetl fo Lf. Gen. Robert Flowers, U.S. Army Corps of 
Engineers {Oct. 21, 2003). 5ee ofeo Hoffiburton's Gosol/n© Overchorges, House Committee on Government 
Reform, Minority Staff, Speciol tnvesttgations Division (July 21 . 2004) (onrtne at 
www.democrats.reform.house.gov/Documents/200408l7n5902-43717.pdf). 

2^ * Letter from Reps. Henry A. Woxman and John D. Dingell to Jo^uo Boiten, Drector, Office of Management 
and Budget (Oct. 15,2003). 

2^2 DCAA, Report on Audit of Proposo/ for Restore Iraqi Oil. Task Order No. 1 (Audit Report No. 331 1- 
2004K1 790001 1) (Mar. 19, 2004); DCAA, Report on Audit Of Proposal for Restore Iraqi Oil, Task Order No. 2 (Audit 
Report No. 331 1-2004K1 7900009) (Apr. 9, 2004); DCAA, Report oriAudil of Proposal for Restore Iraqi Oil, Task 
Order No. 3 (Audit Report No. 331 1-2004K1 7900056) (Oct. 2, 2004); DCAA, Report on Audit of the Additional 
Funding Proposal for RIO I Task Order No. 04 (Audit Report No. 331 1-2004K1 7900086) (Sept. 3, 2004); DCAA, 
Report on Audit of Revised Proposal for Restore traqi Oil Delivery Order No. 5 (Audit Report No. 3311- 
2005K2 1000024) (Feb. 25, 2005): DCAA, Report on Audit of Proposoi for Restore fraqi Oii Tosfc Order No. 6 (Audit 
Report No. 331 1-2004K21000028j (Sept. 16, 2004); DCAA, Report on Audit of Rev/sedProposai for Restore Iraqi 
Oil Delivery Order No. 7 (Audit Report No. 331 1-2005K210000251 (Feb. 25, 2005); DCAA, Report on Audit of 
Revised Proposal for Restore Iraqi OH Delivery Order No. 8 (Audit Report No, 331 1-2005K21 000026) (Feb. 25. 2005); 
DCAA, Report on Audit of Revised Proposal for Restore Iraqi OH Delivery Order No. 9 (Audit Report No. 33i i- 
2005K2 1000019} (Feb. 3, 2005): DCAA, Report on Audi/ of Revised Proposal for Restore Iraqi Oil Delivery Order 
No. 10 (Audit Repot No. 331 1-2005K21000020) (Feb. 3, 2005). Revised oucSts towered the foiai amount of 
questioned and unsupported costs to $263 milton. See Army to Pay HoHiburfon Unif Most Costs Disputed by 
Audit. New York Times (Feb. 27, 2006). 

2*3 See, e.g., DCAA, Repoifon Audit of RevisedProposalforRestorelrocpOHDeBvery Order No. 5, (Audit Report 
No, 33! 1-2005K2 1000024) (Feb. 25, 2005); DCAA, Report rxi Audit of Revised Proposal for Restore Iraqi Oil 
Delivery Order No. 7, (Audit Repwf No. 331 1-2005K21000025) (Feb. 25. 2005). 

2** Letter from DCAA Assistant Director for C^>erations Joseph J. Garcia to John Brosnon. House Committee on 
Government Reform Majority Staff (Mor. 31, 2006). See aboArmy to Pay Halliburton Unif Most Costs Disputed by 
Audit, New York Times (Feb. 27, 2006). 

2*3 us. Army Corps of Engineers, Press Release: U.S.AjmyCaps of Engineers Awords Confrocfs for Repair of 
Iraq’s Oil Infrastructure (Jan, 16, 2004). 
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deficiencies.^'*^ Just days before the awai^ of RIO 2, the auditors advised that 
Halliburton’s systemic deficiencies “bring into question [Hallibiirton’s] ability to 
consistently produce well-supported proposals that are acceptable as a basis for 
negotiation of fair and reasonable prices.”247 Nevertheless, the Corps of Engineers 
ignored these auditor warnings and awarded the work to Halliburton without consulting 
with DCAA.2‘‘8 

Government officials and investigators harshly mticized Halliburton’s performance 
under RIO 2, citing “profound systemic problems,” “exorbitant indirect costs,” 
“misleading” and “distorted” cost reports, a “lack of cost control,” an “overwhelmingly 
negative” evaluation, and an “obstructive” corporate attitude toward oversight.^-*? By 
January 29, 2005, the problems were so severe that the government took the unusual step 
of issuing a “cure notice” to Halliburton, which is a notification that the contract may be 
terminated for cause.’^o When Pentagon auditors reviewed $365 million in Halliburton 
costs, they challenged $45 million ^ questioned or unsupported. 2^* 


4. THE HOSPITAL AND HEALTH CLINIC CONTRACT 

In March 2004, Parsons received a $500 million, cost-plus contract to rebuild hospitals, 
health clinics, and buildings throughout Iraq .252 'pwo years later, the Special Inspector 
General for Iraq Reconstruction reported that despite spending $ 1 86 million for the 
reconstruction of hospitals and clinics. Parsons had made “little progress.”253 The IG 
found that Parsons was scheduled to complete just 20 of the 1 42 health clinics it had 
committed to building .254 Jn addition, the IG found that “poor contractor performance 
delayed completion of the project and escalated costs.”255 

The IG found that one of the major causes of Parsons’ poor performance was the failure 
ofthe Army Corps ofEngineers to provide proper oversight. The IG stated: “the 


244 Defense Contract Audit Agency, flash Report on Esiimaiing System Deficiency ^ound in the Proposal for 
Contract No. DAAA09-02-D-0007, Task Order No. 59 (Dec. 31, 2003) (Audit Report No. 33n-2004K24020001|. 

247 Defense Confi-act Audit Agency, Status of Brown & Root Services IBRS) Estimallng System infemoi Confrois 
(Jon. 13,2004). 

248 House Committee on Government Reform, Hearings on The Complex Task of Coordinating Contracts Amid 
Chaos (Mar. 11, 2004). 

24’ Minority Staff, House Committee on Govemmenl Reform, Ho/iiburfon’s Performonce Under the Restore iroQf 
011 2 Contract (Mar. 28. 2006). 

259 Memorandum fix>m Contracting Officer, Project and Contracting Office, to Contracts Manager, KBR (Jan. 
29, 2005). 

251 Sriefing by William Reed, Directed, Defense Contract Audi! Agency, to House Government Reform 
Committee Staff (Mar. 3, 2006). 

252 Department of Defense, News Reteose: Iraqi Reconstruction Contract Awarded (Mar. 25. 2004). 

253 specta! Inspector General fw Iraq Reconstruclic^i, Manogemenf of the Primary Healthcare Centers 
Construction Projects (Apr. 29, 2006) |Repc»1 No. 06-01 1). 

254 id.;U.S. Plan to Build Iraq Clinics Falters. Washington Post (Apr. 3, 2006): Contractor's Plans Lie Among Ruins 
of Iraq, los Angeles Times (Apr. 29, 2006). 

255 Speciol inspector Genera! for troq ReconstrucflOT. Management of the Primary Healthcare Centers 
Construction Projects (Apr. 29, 2006) (Report No. 06-01 !). 
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overriding question is how the U.S. govenanrait lost control of the project and its ability 
to enforce schedule and quality requirements.” According to the IG, government 
ovei^ight suffered from a number of serious deficiencies, including “a failure to follow 
required procedures for making contract changes; poor cost controls; poor cost to 
complete reporting; a failure to properly execute its administrative responsibilities; and a 
failure to establish an adequate quality assurance program.”254 

On March 3, 2006, the Corps of Engineers terminated the health clinic portions of the 
contract. According to Army Corps Brigadi^ General William H. McCoy, “[f]rom the 
beginning of the project, Parsons failed to meet various contract requirements through 
numerous significant management and technical shortcomings.”257 


5. THE CUSTER BAHLES CONTRACTS 

In July 2003, a U.S. security firm with no previous experience, Custer Battles, was 
awarded a $16.8 million sole-source contract to provide security at Baghdad International 
Airpott.258 A month later, the company also received a $21.3 million contract to provide 
security for the exchange of Iraqi currency . 259 These contracts resulted in widespread 
fraud. 

Custer Battles was formed in 2002 by Scott Custer, a former Army 
Ranger and defense consultant, and Michael Battles, a former CIA 
Officer. Mr. Battles, also a former Fox News Channel commenter, 
ran for Congress in Rhode Island in 2002 but was defeated in the 
Republican primary. He was later fined by the Federal Election 
Commission for misrepresenting campaign contributions.^^o 

In 2004, two former Custer Battles employeeds filed a civil case 
against the company under the False Claims Act. These 
employees claimed that Custer Battles engaged in a variety of 
fraudulent acts, including setting up shell subcontractors to charge 
inflated prices to the government and submitting fake invoices 
from sham subsidiary companies. In one instance, Custer Battles 
seized forklifts abandoned by Iraqi Airways from the Baghdad 
airport, repainted them to cover the Iraqi Airways markings, 
claimed the forklifts were owned by a Cayman Islands shell 

company created by Custer Battles, and billed the government to lease the forklifts.^^' 


256 Id. 

252 Contractor's Plans Lie Among Ruins of koq, Los Angeles Times (Apr. 29. 2006). 

253 Special Inspector General for Iraq Reconstruction, Quorferty and Semiannual Report to the United States 
Congress (Jon. 30, ^5). 

259 Id.; see also U.S, ConlractorFoundUableforFraudhkaci, Los Angeles Times {Mar. 10. 2006). 

260 Contractor Accused of Fraud in Iraq, Los Angeles Times {Oct. 9, 2004). 

26' Amended Complaint, U.S. ex re/. DRC. Inc. v. Custer Battles, LLC, CV-04-199-A (e.D.Va Aug. 26, 2004). 
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In March 2006, a federal jury found that Custer Battles committed 37 separate acts of 
fraud under the currency security contract and ordra-ed the company to pay over $10 
million in penalti^ and refunds to the govemmCTt .262 The claims relating to the airport 
security contract are still pending in federal court During the legal proceedings, 
Brigadier General Hugh Tant III (ret.) that Custer Battles’ work in Iraq “was 

probably the womt I’ve ever seen in over 30 years, of my times in the Army.”263 

According to published accounts, the govemmrait awarded this contract even thou^ 
Custer Battles had no experience in the security industry. In fact, the government 
reportedly “fronted the startup money: $2 million in cash, stuffed by partner Mike 
Battles into a duffel bag.”^** 


C. Wasteful Katrina Contracts 

To date, federal agencies — primarily FEMA and the Army Corps of Engineers — have 
awarded $9.7 billion to private contractors for Gulf Coast recovery and reconstruction 
following Hurricane Katrina. Nearly all of this amount ($9.3 billion) was awarded in 
1,203 contracts valued at $500,0(K) or more. Fewer than 30% of these contracts were 
awards with frill and open competition. Over 50% were awarded on a sole-source 

basis.2*5 

Like the spending surges on homeland security and the war in Iraq, the Katrina contracts 
have been characterized by waste, fraud, abuse, and mismanagement. In fact, GAO 
reported in March 2006 that the Administration was repeating the same mistakes in the 
response to Hurricane Katrina that it made in Iraq. In Iraq, according to GAO, “without 
effective acquisition planning, management processes, and sufficient numbers of capable 
people, poor acquisition outcomes resulted.”^** GAO concluded that the Katrina response 
suffered from these same flaws.^^? Examples of specific wasteful Katrina contracts are 
described below. 


1 . THE CONTRACTS FOR DEBRIS REMOVAL 

In September 2005, the Corps of Engineers awarded four contracts worth $500 million 
each to remove and dispose of debris. According to internal government documents, lax 


2*2 u.s, Contractor Found iiabie fa- Fraud In Iraq, Los Angeles Times (Mar. 10,2006}. 

2«/d. 

fortunes of War, Foriune {July 26, 2004). 

2*5 President's Council on integrity and Efficiency, Executive Council on Integrity and Efficiency, Oversight of 
Guff Coast Hurricane Recovery: A Semiannual Report to Congress (Apr. 30, 2006). 

2** U.S, Government Accountability Office, Agency Management of ContracfCMS Responding to Hurricanes 
tCofn'na ond Rita (Mar. 2006) (GAO-06-461R). 

2*2 Id. 
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government oversight allowed the contractor to double bill for the same debris, overstate 
mileage to claim extra fees, haul ineligible d^ris from private property to boost 
reimbursements, and inflate prices by improperly mixing low-cost vegetative debris into 
loads of high-cost construction and demolition debris. The problems included: 

• Failure to Empty Trucks . Government inspectors observed contractors 
“fraudulently being paid for the same load” by exiting dump sites “without 
completely unloading the debris from its truck bed.” These problems were 
compounded by the absence of federal oversight. The Corps of Engineers 
frequently failed to inspect trucks leaving the dumps. According to the auditors, 
“This provides the opportunity for truck drivers to leave debris in the bed of the 
truck while receiving full credit for each load, r^ulting in government 
overpayments to the contractors and minimizing the amount of debris being 
cleared from the right-of-ways.”^^ 

• Excessive Mileage Claims . Contractors took advantage of a system that paid 
them an extra $2 per cubic yard for debris carried over 1 5 miles. In one instance, 
“mileages were overstated” in over 50% of the 303 trips examined by auditors.2<s9 

• Payments for Ineligible Debris . One subcontractor was hired to remove debris 
from public rights-of way, but submitted bills for “hauling debris collected from 
... wooded lots, beyond the public right of way.” According to the auditors, this 
was “a recurring problem” for both this and other contractors.2^0 

• Mixing Debris . Contractors fraudulently mixed vegetative debris with 
construction and demolition debris to inflate their billings by $2.84 per cubic 
yard.2!'' 

• Overpayments for Partial Loads . Government investigators reported that Corps of 
Engineers officials regularly credited contractors with hauling more debris to 
dumps than they actually carried. Auditors found that the Corps’ assessments of 
contractor performance were “overly generous,” “unusually high,” “more on the 
liberal side,” “often very liberal,” and “consistently on the high side.”^^^ 

The effect of these problems was compounded by the high rates paid by the Corps for 
debris removal under the contracts. Ashbritt Inc., one of the prime contractors hired by 
the Corps, testified in Congress that it received approximately $23 per cubic yard for 


2 *® Memorandum from Rep. Henry A. Woxman to Democrofic Members of the House Government Reform 
Committee (May 4, 2006) (cl)ing Army Corps ot Engfrieers and Defense Contract Audit Agency documents) 
(oniine at www.democrats,reform.house.gov/$tcwy.o^?ID*t050). 

2^5 ,d. 

2^0 id. 
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debris removal in Mississippi.273 in conttast, a local contractor testified at the same 
hearing that it could have removed the ddnis for just $12.90 per cubic yard, a savings of 
44% for the taxpayer.^?^ 


2. THE “BIUE ROOF" CONTRACTS 

After Hurricane Katrina stmck, the Corps of &igineers issued contracts collectively 
worth over $300 million to contractors for t^nporary roof repairs using blue plastic 
sheeting. But when the auditors examined these contracts, they found consistently 
inflated charges and unsatisfactory supervision and oversight. The problems included: 

• Repeated Overbillings . One evaluation revealed net overbillings of 43%; a 
second revealed overbillings of 52%. In one case, a contractor “listed nearly 4 
times as many square feet covered than was actually covered.” In another, Corps 
of Engineers officials went on “final inspections only to arrive at the location and 
find that there was no blue roof plastic installed despite the contractor’s assertion 
of completion through attending final inspection.”275 

• Inadequate Supervision of Subcontractors . The prime contractors hired by the 
Corps did not directly install blue sheeting. Instead, their role was to hire 
subcontractors, who often hired additional layers of subcontractors, to do the 
actual work. The auditors found, however, that the prime contractors consistently 
failed to supervise the work of the subcontractors, calling into question what 
value they provided. The prime contractors failed to inspect work and had little 
knowledge of or control over the activities of the subcontractors.^?* 

• Lax Oversight . Government inspectors found that the Corps officials had an 
“informal agreement” not to challenge bills that exceeded estimates by 50%. 
According to the inspectors, this understanding was “excessive and unreasonable” 
and “does not adequately protect the Government from waste or abuse. ” 2 ?? 

The “blue roof’ contracts also illustrate the costs of ti^ng subcontracts. According to 
one account, because so many contractors took a cut of the contract, the fee charged to 
taxpayers was as high as 1,700% of the job’s actual cost.2?8 In one case, the 
subcontractor who actually covered the roofs received a payment of just $0.02 per square 


2?3 House Committee on Government Reform. Testimony of Ashbritt, Inc. President Randall Perkins, Hearings on 
Contracting and Hvrricone Katrina (Atay 4, 2004). 

2?^ House Commitfee on Government Reform, Teslimony of Dovid Mochado, Necaise Brothers Confstruction, 
Hearings on Contracting and Hurricane Katrina iMoy 4, 2006). 

Memorandum from Rep, Henry A. Waxmon to Democrafic Members of the House Government Reform 
Committee (May 4, 2006) (citing Army Corps oi Engineers and Defense Contract Audit Agency documents) 
(online of vvvw,democrats.reform.house.gov/5t(xy.asp?!D=t050). 

2 ?? /d. 

Multiple Layers of Controctors Drive Up Cost of Katrina Cleanup, Woshingfon Post (Mar. 20, 2006). 
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foot, while the subcontractor at the top of the chain received over 36 times more for the 
work.279 


3. THE CONTRACTS FOR MANUFACTURED HOMES AND TRAILERS 

In the aftermath of Hurricane Katrina, FEMA purchased 24,967 manufactured homes and 
1 ,755 modular homes at a cost of $91 5 million to provide housing and temporary office 
space for hurricane victims and relief workers.^ But according to the DHS Inspector 
General, as of January 2006, only 4,600 manufactured homes and 1 00 modular homes 
had been used for housing or office space. Not one of the homes had been sent to the 
most ravaged parts of Louisiana and Mississippi because FEMA’s own regulations 
prohibit the use of the homes in flood plains. More than 2,360 of the manufactured 
homes cannot be used by FEMA at all because they exceed FEMA’s size specifications. 
Nearly 1 1,000 homes worth over $301 million are sitting on the runways at one Arkansas 
airport.20> 

Similar mismanagement characterized the contracts to buy travel trailers. After 
Hurricane Katrina, FEMA spent $1.7 billion to purchase 114,000 travel trailers .282 
FEMA bought at least 27,000 of those trailers “off the lot,” without negotiating either 
price or specifications.283 Yet over 23,700 of these travel trailers sit unused. Moreover, 
because FEMA has not maintained the trailers, they are losing their value as housing or 
for eventual resale.284 

In December, Scott Wells, FEMA’s Federal Coordinating Officer in Louisiana for 
Hurricanes Katrina and Rita, testified before the Senate that the entire concept of 
purchasing trailers for temporary housing was flawed. According to Mr. Wells, the cost 
to house a family for 1 8 months (the limit for FEMA-financed temporary housing) can 
reach $90,000 to $ 1 00,000 for housing in a mobile home or $30,000 to $40,000 for 
housing in a travel trailer. Mr. Wells testified that if FEMA had simply given the 
families $26,200 in cash for housing, which is the maximum entitlement for hurricane 
victims, this would “allow them to quickly get on with rebuilding their lives and afford 


279 Tiers of Subcontractors Steed Off Reconsfrucllon Money. Newhouse News Service (Jort. 9, 2006), 

280 President's Council on Integrity and Efficiency, Executive Council on Integrity and Efficiency. Overs/ghf of 
Gulf Coast Hurricane Recovery: A Semionnuol Report to Congress (Apr. 30, 2006); Committee on f-lomeiand 
Security and Governmental Affairs, Testimony of Department of Homeland Security inspector General Rlchord 
L. Skinner, Hearings on Hurricane Katrina: Waste, Fraud and Abuse Worsen the Disaster (Feb. ! 3, 2006) . 

Senate Homeland Security and GovarKnenlot AffoH’s Committee. Testimony of DHS Inspector General 
Richard 1. Skinner, Hearings on Hurricane Kofrho: Waste, fraud and Abuse Worsen the Disaster (Feb. 13, 2006). 

282 /d, 

263 President's Council on integrity and Efficiency, Executive Council on Integrity and Efficiency. Oversight of 
Gulf Coast Hurricane Recovery: A Semiannual Report to Congress (Apr. 30, 2006). 

284 /d.; FSMA's Trailer 'Boneyard' Stos/ed, Uie Sun Herald (Dec. 13. ^5} (onftie at 
www.sunherald.com/mid/sunherofd/13394657.htm). 
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them a permanent housing solution” while saving flie taxpayer hundreds of thousands of 

doUars.285 


4. THE CONTRACT WITH CARNIVAL CRUISE LINES 

In September 2005, the Military Sealift Command, acting on behalf of FEMA, awarded 
Carnival Cruise Lines three contracts worth a combined $236 million to provide 
temporary housing to Hurricane Katrina evacuees. These contracts proved wasteful for 
the federal taxpayer, costing more than $50,000 to house a single person for six months, 
almost $300 per person for each ni^t’s lodging .286 

One reason for the high costs of the Carnival contracts was their generous terms. Under 
the contracts, Carnival received the same level of profit from the government contract as 
it would have received under normal operating conditions. Rather than being paid based 
on the cost of housing evacuees, this highly profitable company was compensated for 
both the revenues the company would have earned imder normal operations and any 
additional expenses that Carnival incurred under the contract. As a result, the taxpayer 
reimbursed the company for both the cost of housing the evacuees and the revenues the 
ships would have earned from their casino operations, liquor and drink sales, and on- 
shore excursions if they were operating normally. The $236 million contract value also 
did not take into account all the cost savings that Carnival realized under the contract, 
such as avoided entertainment and navigational expenses.^*? 


5. THE CONTRACT FOR BASE CAMPS 

In September 2005, FEMA awarded an $80 million contract to Clearbrook LLC to build 
and supply base camps for emergency workers responding to Hurricane Katrina. 2 ®B in 
November, the government suspended payments on the contract at the direction of 
Department of Homeland Security auditors.28’ The auditors reported a “complete lack of 
documentation supporting price reasonableness” and found that $4.9 million had been 
paid for work performed before the effective date of the contract.^w The auditors also 


282 Senate Homeland Security ond Governmental Affairs Committee. Testimony of Scott Weiis. Deputy Federal 
Coordinating Officer, FEMA, Hearing$ on Hurricane Katrina: Perspectives of FEMA 's Operations Professionals 
(Dec. 8, 2005). 

284 The occupancy rates used In this cofculofion ore bosed on FEMA ond Department of Homeland Security 
reports. See FEMA Weekly Reports (Ocl. 13. 2005 through Feb. 28, 2006); Department of Homeland Security. 
Management Advisory Report on the Acqufsttfon of Cruise Ships for Hurricane Katrina Evacuees (Report Number 
GC-HQ-Od-HI (Feb. 16, 2006) {onfirte at vvww.dh$.gov/inleiweb/assel!ibrary/OIG_GC_HQ_06-ll.pdi). 

282 Letter from Rep. Henry A. Waxman to Secretary of Hcwneland Security Michael Cherfoff (Oct. 20. 2005) . 

288 Department of Homeland Security Inspector General, Cfeorbroofr, LLC BiSing Errors Under Contract Number 
HSfE-06-05-F-6232 (Nov. 2005) {GC-LA-06-07J. 

289 Payments on Katrina Contract Halted After BSHng Questions. Washington Post (Nov. 17, 2005). 

290 Department of Homeland Security Inspector General, Cfeoribrook, LLC Bifling Errors Under Contract Number 
HSFE-06-05-F-6232 (Nov. 2005) {GC-LA-06-07). 
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found that Clearbrook had billed FEMA for over $3 million in overcharges based on 
mathematical error.2’’ 


6. THE CONTRACT FOR PORTABLE CLASSROOMS 

In September 2005, the Army Corps of Engineers awarded Akima Site Operations LLC, 
a subsidiary of an Alaska Native Corporation, a $40 million no-bid contract to install 
portable classrooms in Mississippi. According to a recent investigation by GAO, this 
contract resulted in the waste of millions of taxpaya- dollars.2’2 

The GAO investigation found that the Corps agreed to pay Akima $40 million despite 
knowing that Akima was charging sigpificantly more than the cost of the classrooms. 
According to GAO, the Akima price was nearly double what local Mississippi businesses 
said they would have bid. GAO found that the Corps entered into the contract with 
Akima without negotiating a better value because there was no competition for the 
contract.2’3 


D. Other Wasteful Contracts 

Federal contracts involving homeland security, Iraq, and Hurricane Katrina are by no 
means the only procurement programs afflicted by waste, fraud, abuse, and 
mismanagement over the last five years. Weapons acquisition programs at the 
Department of Defense have cost the taxpayer billions of dollars through flawed contract 
management. Other agencies have experienced similar problems. 

GAO recently completed a review of selected major weapons procurement programs at 
the Defense Department. GAO’s report found that the cost of a weapons system 
generally exceeds its budget by 30% to 40%, resulting in lower quantities and missed 
deadlmes.2’^ Based on the findings of the report, U.S. Comptroller General David 
Walker testified: 

DOD is simply not positioned to deliver high quality products in a timely 
and cost-efficient fashion. It is not unusual to see cost increases tliat add 
up to t^s or hundreds of millions of dollars, schedule delays that add up 


2 ^' id. 

292 u,s. Government AccounlobiBty Offce, Hurricane KoMno; Army Corps of Engineers Confracf for Mississippi 
Ciassrooms (May 2006} (GAO-06-454). 

293 U.S, Government Accounfabiiity Office, Hurricones Katriixj and Rita: Contracting for Response and 
Recovery Efforts (Nov, 2. 2005) (GAO-06-235T). 

29^* U.S. Government Accountability Office, Defense Acqt4sffions: Assessmenfs of Selected Major Weapons 
Programs (Mor. 2006) {GAO-06-391). 
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to years, and large and expensive programs frequently rebaselined or even 
scrapped after years of failing to adiieve promised capability.^^s 

In the report, GAO identified several major acquisition programs where mismanagement 
has reduced the government’s buying power and led to cost overruns, schedule delays, 
and performance problems. These wasteful procurements include: 

• Future Combat Systems . GAO found that costs for Future Combat Systems, a 
program to develop a new generation of networked and unmanned weapons and 
vehicles, have increased by 54% ($44.9 billion) since 2003 because of imdefined 
requirements and immature technologies. GAO estimates that total costs for the 
program will now reach $127.5 billion.296 

• Joint Strike Fighter . GAO found that the unit cost for the Joint Strike Fighter, a 
family of stealth fighter aircraft, has increased 27% ($17.7 million each) since 
2001 . GAO estimates that the total cost for the program will reach now $206.3 
billion, which is $16.5 billion over budget, due to a lack of demonstrated 
knowledge about performance or producibility.^’^ 

• Space Based Infrared System High . GAO found that the program cost for SBIRS 
High, a satellite system intended for use in the missile defense system, will 
exceed its cost estimate by 149.3% ($6.1 billion). The cost increase is due to 
design flaws in major components of the program. GAO estimates that the 
average cost per unit is now 224% more than the 2002 estimate and that the total 
cost for the program will reach $ 1 0.2 billion.^’s 

Virtually every other agency has also been plagued by wasteful contract spending over 
the last five years. In 2001, the FBI entered into a contract to improve data management 
and information sharing within FBI offices.^’’ Four years later, the FBI scrapped the 
contract, called the Virtual Case File system, at a loss of more than S 1 00 million.^oo Now 
questions are being raised by GAO and the Justice Department Inspector General about 
whether the FBI will be able to execute the successor program, Sentinel, without similar 
levels of waste.s*^' 


295 U.S, Government Accountat^TIty Office, Defense Acquoit/ons: Acffons Needed fo Get Setter Results on 
Weapons Systems investments (Apr. 5, 2006) (GAO-06-585T). 

296 u,S. Government Accountably Office, Defense Acquisitions: Assessments of Se/ecfed Major Weapons 
Programs (Mar. 2006) lGAO'06-391). 

29? (d. 

293 /d. 

299 Department of Justice inspector Gena’ol, The Federal Bureau of Investigation’s Management of the Trilogy 
Information Technology Modernization Project (Feb. 2005) (Audit Report 05-07). 

200 U.S. Department of Justice InspecfOT General, Top Management and Performance ChaKenges in the 
Department of Justice — 2005 (online of hffp:/vvww.usdc^.gov/otg/chailenges/2005.hfm) (accessed May 1 7. 
2006). 

20* U.S. Government AccountabiSty Office, ^formation Technology: FBI Is Building Management Capabilities 
Essential to Successful System Deployments, but Challer^ges Remain (Sepl. U, :XX)5} {GAO-05-1014T|: 
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GAO has reported significant cost ovemms for major NASA projects such as the Gravity 
Probe B and the Mars Exploration Rover.302 Inspectors General have documented 
contract abuses at the Department of Education,^'® the Department of Labor, the 
Department of Veterans Affairs,3“ and the Environmental Protection Agency, 

The appendix to this report contains a list of 1 1 8 contracts that GAO, agency inspectors 
general, DCAA, or other government investigators have found to involve significant 
waste, fi-aud, abuse, or mismanagement. In each case, the contract abuses or 
mismanagement occurred during the last five years. The cumulative amount of taxpayer 
dollars spent or projected to be spent on these 1 1 8 contracts is $745.5 billion. 


CONCLUSION 

This report is the first comprehensive assessment of contract spending under the Bush 
Administration. It finds that (1) the “shadow government” represented by private 
government contracts has expanded rapidly under the Bush Administration; (2) mistakes 
have been made in virtually every aspect of contract management, from pre-contract 
planning to contract award and oversight; and (3) the cumulative costs to the taxpayer are 
enormous. Major Administration initiatives, including spending on homeland security, 
the war and reconstruction in Iraq, and the response to Hurricane Katrina, have been 
characterized by extensive waste, fraud, abuse, and mismanagement in federal 
contracting. 


Depadmen! of Justice Inspector Generol, The Federal Bureau of /nvesfigofion’s Pre-Acquis/tton Planning for and 
Controls Over the Sentinel Case Management System (Mot. 2006) (Audit Report 06-t 4j . 

U.S. Government Accountabilily Office. NASA: Lack of Disciplined Cost-Estimating Processes Hinders 
Effective Program Management (May 2004) (GAO-04-642). 

^ Deportment of Education Inspector Genwoi, Review of formoffon Issues Pegording the Department of 
Education's Fiscal Year 2003 Contract with Kefchum, Inc. for Media Relations Services (Apr. 2005) (online at 
www.ed.gov /about/offlces/lis!/oig/aB-epc^s/al9f0007.pdf) 

30^ DepartmenI of Labor Inspector General, Award and Management of Contracts for Encryption Software 
Were Significantly Flawed (Mar. 31 , 2005). 

U.S. Government AccountabiWy Offtce, Contract Management: Further Action Needed to Improve 
Veterans Affairs Acquisition Furrcfion (Oct. 2005) (GA0^144). 

30* Environmentot Protection Agency inspector Generci, EPA Needs to Improve Oversight of Its Information 
Technology Projects (Sept, 14, 2005) (Repcsl No.2005-P-00023). 
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APPENDIX A; 

PROBLEM CONTRACTS 

Total Number of Contracts: 118 
Total Estimaied Value: $745.5 Billion 

This Appendix lists 1 1 8 contracts that the U.S. Govanment Accountability Office, 
agency inspectors general, the Defense Contract Audit Agency, or other government 
investigators have found to involve one or more of the following problems: wasteful 
spending, mismanagement, lack of defined contract requirements, lack of competition, or 
corruption. In each case listed, auditors found that contract abuses or mismanagement 
occurred during the last five years. 

The cumulative estimated value of these 1 1 8 contracts is approximately $745.5 billion. 
Estimated value is defined as the total program cost or contract ceiling. When contracts 
have been completed and actual costs are known, or if total program costs or contract 
ceilings are unknown, value is estimated as the most recent contract costs cited by federal 
auditors. 

In some cases, agency auditors have not publicly released the identity of contractors to 
which their audit reports refer. In these cases, this Appendix notes that the contractor’s 
name is “Not Released.” The Appendix provides citations to all listed audit rqjorts, as 
well as electronic hyperlinks for all listed audit reports that are publicly available on the 
Internet. 


1. Contracton Accenture {and partners). 

Department or Agency: Department of Homeland Security. 

Estimaied Value: $10 billion. 

Contract Description: United States Visitor and immigrant Status Technology (US- 
VISIT). 

Selected Audit Report(s): Department ot Homeland Security Inspector General, 
Implementafion of the United States Visitor and Immigrant Status Indicator 
Technology Program at Land Border Ports of Entry (Feb. 2005} (OIG-05-1 1); 
Department of Homeland Security inspector General, US-VISIT System Security 
Management Needs Strengthening (Dec. 2005) (OIG-06-16); U.S. Government 
Accountability Office, Recommendations to Improve Management of Kev Border 
Security Program Need to Be Implemented (Feb. 2006) (GAO-06-296). 

Problemfs) with Contract: Lack of Defined Requirements; Wasteful Spending: 
Mismanagement. 
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2. Contractor: Aegis Defence Services Ltd. 

Department or Agency: Department of Defense. 

Estimated Value: $292 miillon. 

Contract Description: Reconsfruction Security Support Services (RSSS) for 
Reconstruction Activities Through Fow Regions of Iraq. 

Selected Audit Report(s): Specie^ Ir^pector General for Iraq Reconstruction, 
Comof/once with Contract No. W9i ?S0-O4-C-003 Awarded to Aegis Defence 
Services Limited (Apr. 20, 2005) (Report No. 05-005). 

Problem{s) with Contract: Mismanc^ment. 

3. Conh'oeton Akima Site Operations. LLC. 

Department or Agency: Department of Defense. 

Estimated Value: $40 million. 

Contract Description: Portable Classrooms for Mississippi Schools. 

Selected Audit Report(s}: U.S. Government Accountability Office, Hum'cane 
Kofrina: Army Coras of Engineers Contract for Mississippi Classrooms (May 2006) 
(GAO-06-454j; U.S. Government Accountability Office, Hurricanes Katrina and Rita: 
Contracting for Response and Recover/ Efforts (Nov. 2, 2005) (GAO-06-235T) 

Problem(s) with Contract: Wasteful Spending; Lock of Competition. 


4. Contractor: Alutiiq Fluor Constructors, LLC. 

Department or Agency: State Department. 

Estimated Value: $55 million. 

Contract Description: Renovation of Existing Office Buildings. 

Selected Audit Repcrf(s): U.S. Government Accountability Office, Contract 
Management: Increased Use of Alaska Native Corporations' Soecial 8/a) 
Provisions Calls for Tailored Oversight (Apr. 2006) (GAO-06-399). 

Problem(s) with Contract: Wasteful Spending; Lack of Competition. 


5. Contractor: Alutiiq Security and Technology. 

Department or Agency: Department of Defense. 

Estimated Value: $480 million. 

Contract Description: Security Guards for Army Installations. 

Selected Audit Report(s): U.S. Government Accountability Office, Contract 
Security Guards: Army's Guard Proorom Requires Greater Oversight and 
Reassessment of AcQu/s;tion Approach {Apr. 2006) {GAO-06-284) . 

Problem(s) with Contract: Wasteful Spending; MisrrKinagement: Lack of 
Competition. 


6. Contractor: Ashbritt. 

Department or Agency: Department of Defense. 
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Estimated Value: $500 m8lion. 

Contract Description: Debris Removal. 

Selected Audit Report(s): Army Cc^s of En^’neers and Defense Contract Audit 
Agency, Audit Documents (various). 

Probiem(s) with Contract: Wasteful Spendsig; Mismanagement. 


7. Contractor: BAE Systems. Bath Iron Writes, Northrop Grumman Ship Systems, 
Raytheon. 

Department or Agency: Depcartment of Defense. 

Estimated Value: $8.1 billion. 

Contract Description: DD(X} Destroyer. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acau/sifions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391); U.S. Government Accountatwlity Office. Defense Acou/s/rions: 

Assessments of Major Weapon Proarams (Mar. 2(X)4) (GAO-04-248): U.S. 
Government Accountability Office, Defense Acquisitions: Challenges Facing the 
DD/X) Destroyer Program (Sept. 2004) (GAO-04-973). 

Problemfs) with Contract: Wasteful Spending; Mismanagement. 


8. Contractor: BearingPoint. 

Department or Agency: Department of Homeland Security. 

EsHmoled Value: $8.9 million. 

Contract Description; Bectronicatly Managing Enterprise Resources for 
Government Effectiveness and Efficiency {eMerge2). 

Selected Audit Report(s): U.S. Government Accountability Office, Financial 
Management Systems: DHS Has an Ooportunitv to Incorporate Best Practices in 
Modern/zafion Efforts (Mar. 29, 2006) (GAO-06-553T); House Government Reform 
Committee, Testimony of Scott Charbo. Chief Information Officer. Deoarfmenf of 
Homeland Security, and Eugene Schied. Deputy Chief Financial Officer. 
Department of Homeland Security. Heorings on eMerge2 {Mar. 29, 2006). 

Problem(s) with Contract: Lack of Defined Requirements: Wasteful Spending; 
Mismanagement. 


9. Contractor: Bechtel National, Inc. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 
Selected Audit Report($): 

Department of Homeland Security Inspector General, Monaoemenf Advisory 
Report on the Major Technical Assistance Contracts (Nov. 2005) (OIG-06-02). 

Problemfs) with Contract: Mismanagement; Wasteful Spending. 
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1 0. Contracton Bechtel Notional, Inc. 

Department or Agency: Department of Energy. 

Estimated Value: $1 1 billion. 

Contract Description: Hanford Waste Treatment Plant. 

Selected Audit Report(s): U.S. Government Accountability Office, Hanford Waste 
Treatment Plant: Contractor and DOE Management Problems Have Led to Higher 
Costs. Construction Delays, and Safety Concerns (Apr. 6, 2006) (GAO-06-602T); U.S. 
Government Accountability Office. Department of Energy; Further Actions Are 
Needed to Strengthen Contract Manaaemenf for Major Projects (Mar. 2005) 
(GAO-05-123): U.S. General Accounting Office, Nucieor Woste: Absence of Key 
Monoaement Reforms on Honford's Qeooup Project Adds to Challenges of 
Achieving Cost and Schedule Goals (June 2004) (GAO-04-61 1 ). 

Problem(s) with Conh-act: Mismanagement; Wasteful Spending. 


1 1 . Contractor: Bell-Boeing JPO. 

Department or Agency: Department of Defense. 

Esfimated Value: $48.9 biifion. 

Contract Description: V-22 Osprey. 

Selected Audit Report(s); U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-39 1 ); U.S. Government Accountability Office, Defense Acquisitions: 

Assessments of Major Weapon Proaroms (Mar. 2004) (GAO-04-248). 

Probfem(s) with Contract: Wasteful Spending. 


12. Controctor: Boeing. 

Department or Agency: Department of Defense. 

Estimoted Value: $5.6 billion. 

Contract Description: Airborne Laser (Missile Defense). 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391). 

Problem(s) with Contract: Wasteful Spending; Mismanagement, 


13. Contractor: Boeing. 

Department or Agency: Department of Defense. 

Estimated Value: $127.5 billion. 

Contract Description; Future Combat Systems. 

Selected Audit Report(s); U.S. Government Accountability Office, Defense 
Acou/s/t/ons: Assessments of Selected Major Weapon Programs {Mar. 2006) (GAO- 
06-391); U.S. Government Accountability Office. Defense Acquisitions: Major 
Weapon Systems Continue to Experience Cost and Schedule Problems under 
POP's Revised Policy (Apr. 2006) (GAO-06-368); U.S. Government Accountability 
Office, Defense Acquisitions: Assessments of Major Weapon Programs (Mar. 2004) 
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{GAO-04-248). 

Problem(s) with Contract: Wasted Spending; Mismanagement. 

14. Contractor: Boeing. 

Department or Agency: Department of Defense. 

Estimated Vatue: $29.2 biion. 

Contract Description: Ground-Based Midcourse Defense {Missile Defense). 

Selected Audit Report{s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2(X)6) (GAO- 
06-391): U.S. Government AccountabiTity Office. Defense Acquisitions: 

Assessments of Motor Weapon Proofoms (Mar. 2QQ41 (GAO-04-248). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

15. Contractor: Boeing. 

Department or Agency: Department of Defense. 

Estimated Value: $16.2blion. 

Contract Description: Joint Tactical Radio System Cluster 1 . 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
AcQu/s/fions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391): U.S. Government Accountobility Office, Defense Acou/s/ffons: Major 
Weapon Systems Continue to Experience Cost and Schedule Problems under 
POD'S Revised Policy (Apr. 2006) (GAO-06-368); U.S. Government Accountability 
Office, Defense Acquisitions: Assessments of Major Weapon Programs (Mar. 2004) 
(GAO-04-248). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

16. Contractor: Boeing. 

Department or Agency: Department of Defense. 

Estimated Value: $23.5 billion. 

Contract Description: Boeing KC-767A Tanker Lease Program. 

Selected Audit Report(s): Department of Defense Inspector General. 

Management Accountability Review of the Boeing k:C-767A Tanker Program (Mav 
13, 2005) (Report No. 010-2004-171). 

Problem(s) with Contract: Wasteful Spending: Mismanagement; Lack of 
Competition: Corruption. 

17. Contractor: Boeing Launch Services, Lockheed Martin Space Systems. 

Deportment or Agency: Department of Defense. 

Estimated Value: $28 billion. 

Contract Description: Evolved Expendable Launch Vehicle-Atlas V, Delta IV. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
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06-391); U.S. Government AccountatMtitv Office. Defense Acquisitions: 

Assessments of Major Weapon Programs (Mar. 2(X)4} (GAO-04-248). 

Problem{s) with Contract: Wasteful Spending; Mismanagement. 

1 8. Contractor: Boeing Service Company. 

Department or Agency: Depcfftment of Homeland Security. 

Estimated Value: $1.2 billion. 

Contract Description: Installation and Maintenance of Baggage Screening 
Machines. 

Selected Audit Repori(s): DepCMiment of Homeland Security Inspector General 
Evaluation of TSA's Contract for the Installation and Mo/nfenance of Explosive 
Defection Equipment at United States Airports (Sept. 2004} (OiG-04-44). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

1 9. Contractor: Boeing. Lockheed Martin. 

Department or Agency; Department of Defense. 

Estimated Value: $6.6 billion. 

Contract Description: Navstar Global Positioning System 11 Modernized 
Space/OCS. 

Selected Audit Report(s): U.S. Government Accountability Office. Defense 
AcQu/s/f/ons: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391). 

Problem(s} wifh Contract: Wasteful Spending; Mismanagement. 

20. Contractor; CACI International, Inc. 

Department or Agency: Department of Defense, Department of interior. 

Estimated Value; $66 million. 

Contract Description: Interrogators and Translators for Abu Ghraib Prison. 

Selected Audit Report(s): U.S. Government Accountability Office, Interaaencv 
ContTaciina: Problems with POP's ond Inferior’s Orders to Suoporf M/liforv 
Operations (Apr. 2005) {GAO-05-201). 

Problem(s) with Contract: Mismanagement; Lack of Competition. 

21. Conhactor: Carnival Cruise Lines. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $82.7 million. 

Contract Description: Cruise Ship Housing for Katrina Evacuees (Ecstasy). 

Selected Audit Report(s): Naval Audit Service, Chartered Cruise Ships (Feb. 2006) 
(Audit Report N2006-0015); Department of Homeland Security Inspector General 
Management Advisory Report on the Acquisition of Cruise Ships for Humcane 
Katrina Evacuees (Feb. 2006) (Report No. GC-HQ-06-1 1). 

Problem(s) with Contract; Wasteful Spending. 
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22. 

Contractor: Carnival Cruise Lines. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $62.2 million. 

Contract Description: Cruise Ship Housing for Katrina Evacuees (Holiday). 


Selected Audit Reoortfs): Novrt Audit Sf^ice, Chnrterpd Cruise Shios IFeb. 20061 
(Audit Report N2006-0015); Department of Homdand Security Inspector General, 

Wonoaemenf Advisory Reoort on the Arniiisition of Cruise Shins for Harricone 


Katrina Evacuees (Feb. 20061 fRer>ort No. GC-HQ-06-1 1 1 

Prob}em(s) with Contract: Wasteful Spending. 

23. 

Contractor: Carnival Cruise Lines. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $91.1 million. 

Contract Description: Cruise Ship Housing for Katrina Evacuees (Sensation). 


Selected Audit ReDorlfst: Naval Audit Service. Chartered Cruise Shins (Feb. 20061 
(Audit Report N2006-(!)015): Department of Homeland Security Inspector General, 

Monaaement Advisory Reoorf on the Acou/siffon of Cruise Shios for Humcone 


Katrina Evacuees (Feb. 20061 (Rer>ort No. GC-HO-06-1 11 

Froblem(s} with Contract: Wasteful Spending. 

24. 

Contractor: Ceres Environmental Services. 

Department or Agency: Department of Defense. 

Estimated Value: $500 million. 

Contract Description: Debris Removal. 


Selected Audit Report(s): Army Cc^ps of Engineers and Defense Contract Audit 

Aaency. Audit Documents (various). 


Prob!em(s) with Contract: Wasteful Spending: Mismanagement. 

25. 

Contractor: CH2M Hill Constructors. Inc. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 


Selected Audit Report(s): Department of Homeland Security Inspector General, 

Manaaement Advisor/ Reoort on the Maior Technical Assistance Confrpr^f.s (Nov. 


2005) {OIG-06-02). 

Problem(s} with Contract; Mismanagement: Wasteful Spending. 

26. 

Contractor: CH2M Hilt Hanford Group. 

Department or Agency: Department of Energy. 

Estimated Value: $40 million. 


72 1 DOLLARS, NOT SENSE 





93 


Contract Description: Transuranlc Mixed Tank Waste at Hanford Site. 

Selected Audit Report(s): Dependent of Energy Inspector General, Management 
Controls over the Hanford Site Transuranic Mixed Tank Waste (Nov. 2005) (OAS-M- 
06-01). 

Problem(s) with Contract: Mismanagement. 

27. Contractor: Chenega Integrated Systems. 

Department or Agency: Department of Defense. 

Estimated Value: $480 million. 

Contract Description: Security Guards for Army Installations. 

Selected Audit Report(s): U.S. Gov^ment Accountability Office, Confroct 
Security Guords: Army's Guard Program Requires Greofer Oversight and 
Reassessment of Acquisition Approach {Apr. 20061 (GAO-06-284}. 

Problem(s) with Contract: Wasteful Spending: Mismanagement; Lack of 
Competition. 

28. Contractor: Ctearbrook. LLC. 

Department or Agency: Department of Homeland Security. 

Estimoted Value; $80 million. 

Contract Description: Food and Lodging at Base Camps for Hurricane Katrina. 

Selected Audit Report(s): Department of Homeland Security inspector General, 
Clearbrook. LLC Billina Errors Under Contract Number HSFE-06-05-F~6232 (Nov. 

2005). 

Problem(s) with Contract: Lack of Defined Requirements; Wasteful Spending; 
Mismanagement. 

29. Contractor: Computer Sciences Corp.. Science Applications international Corp. 
Department or Agency: Department of Justice, Generol Services Administration. 
Estimated Value: $537 million. 

Contract Description: Trilogy. 

Selected Audit Report(s): U.S. Government Accountability Office, Federal Bureau 
of Investigation: Weak Controls over Trilogy Project Led to Payment of 
Quesrionob/e Contractor Costs and Missing Assets (Feb. 20061 {GAO-06-306); 
Department of Justice Inspector General, The Federal Bureau of Investiaafion's 
Monooement of the Trilogy Information Technology Modernization Profect (Feb. 
2005) (05-07). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

30. Contracts; Custer Battles. 

Department or Agency: Department of Defense. 

Estimated Value: $24.8 million. 

Contract Description: National Currency Exchange/Iraqi Banknote Exchange. 
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Selected Audit Report(s}; Coalition Proviaoncri Authority Inspector General 
Coolifion Provisional Authority’s Contrachna Processes Leading Up To and 
Including Contract Award (Report No. 04^13) (July 27, 2004}. 

Problem(s) with Conh-act: lack of Defined Requirements; Wasteful Spending; 
Mismanagement; Corruption, 

31. Contractor: Environmental Chemical Corp. 

Department or Agency; Department of Defense. 

Estimated Value: $500 million. 

Contract Description: Delxis Removal. 

Selected Audit Report(s): Army Corps of Engineers and Defense Contract Audit 
Agency. Audit Documenfs (various). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

32. Contractor: Environmental Chemical Cotp, 

Department or Agency: Department of Defense. 

Estimated Value: $29.2 million. 

Contract Description: Repair and Renovate Schools, Iraqi Ministry of Environment. 

Selected Audit Report(s): Coalition Provisional Authority Inspector General, Tosk 
Orders Aworded bv the Air Force Center for Environmental Excellence in Support 
of the Coalition Provisional Authority (July 28, 2004) (Report No. 04-004). 

Problem(s) with Contract: Mismanagement. 

33. Contractor Fluor Enterprises, Inc. 

Department or Agency; Department of Homeland Security. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 

Selected Audit Report(s): Department of Homeland Security inspector General 
Management Advisory Report on the Major Technical Assistance Contracts (Nov. 
2005} {OIG-06-02). 

Problem(s} wHh Contract: Mismanagement; Wasteful Spending. 

34. Contractor: Fluor Fernold, Inc. 

Department or Agency: Department of Energy. 

Estimated Value: $4.5 billion. 

Contract Description: Fernald Closure Project. 

Selected Audit Report(s): 

U.S. Government Accountability Office, Deporfment of Energy: Further Actions 
Are Needed to Strengthen Contract Management for Major Projects (Mar. 2005) 
(GAO-05-123); Department of Energy Inspector General Closure of the Fernald 
Environmental Management Project (June 2002) (DOE/IG-0555) . 
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Problem(s) with Contract: MismarKigenrrent; Wasteful Spending. 


35. Contractor: Fluor Hanford, Inc. 

Department or Agency: Department of Diergy. 

Estimated Value: $1.8 billion. 

Contract Description: Spent Nuclear Fuels StatMiizafion and Disposition at Hanford 
Site. 

Selected Audit Reportfs): U.S. Govanment Accountability Office, Department of 
Energy; Further Actions Are Needed to Strengthen Contract Management for 
Major Projects (Mar. 2005) iGAO-05-123): Deparftnent of Energy inspector 
General, Sludge Removal Operations at the Hanford Site's K Basins (Sept. 2005) 
(DOE/IG-0698}. 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 


36. Contractor: Fluor Intercontinental, Inc. 

Department or Agency: Department of Defense. 

Estimated Value: $102.5 million. 

Contract Description: Repair and Restore the Iraqi Bectricai Infrastructure. 

Selected Audit Reportfs): U.S Government Accountability Office, Rebuf/d/na Iraq: 
Fiscal Year 2003 Contract Award Procedures and Management Challenges (June 
2004) (GAO-04-505}. 

Problem(s) with Contract: Mismanagement; Lack of Competition. 


37. Contractor: General Dynamics. 

Department or Agency: Department of Defense. 

Estimated Value: $i 1.1 billion. 

Contract Description: Expeditionary Rghting Vehicle. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acou/s/t/ons: Assessments of Selected Major Weapon Prooroms (Mar. 2006) (GAO- 
06-391); U.S. Government Accountability Office. Defense Acau/sit/ons: Major 
Weapon Systems Continue to Experience Cost and Schedu/e Problems under 
POD'S Revised Policy (Apr. 2006) (GAO-06-368); U.S. Government Accountability 
Office, Defense Acquisitions: Assessments of Major Weapon Programs (Mar. 2004) 
(GAO-04-248}. 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


38. Contractor International American Products, Worfdvnde. 

Department or Agency: Department of Homeland Security, Department of 
Defense. 

Estimated Volue: $100 million. 

Contract Description: Emergency ice. 

Selected Audit Report(s): President’s Council on Integrity and Efficiency, Executive 
Council on Integrity and Efficiency, Oversight of Gulf Coast Hurricane Recovery: A 
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90-Dav Progress Report to Congress (Dec. 30, 2005); U.S. Government 
Accountability Office. Hurricane Kahina: Better Plans and Exercises Needed fo 
Guide the Mi//forv’s Response to Catastrophic Natural Disasters (May 2006} (GAO- 
06-643). 

Problem(s) with Contract: Mismanagement. 


39. Contractor: Halliburton/KBR. 

Department or Agency: Department of Defense. 

Estimated Value: $1.2 billion. 

Contract Description: Restore Iraqi OS 2 - Southern Iraq. 

Selected Audit Report(s}: DCAA. RIO 2 Delinquencies (Dec. 2004): DCAA, RIO 2 
Review (Nov. 22, 2004): Special Inspector General for Iraq Reconstruction, 
Attestation Enaaaemenf Concerning the Award of Non-Comoefifive Contract 
DACA63-03-D-0005 to Kellogg. Brown, and Root SeA^ices. Inc. (Sept. 30, 2005). 

Problem(s) with Contract: Wasteful Spending: Mismanagement. 


40, Contractor: Ha!tiburton/KBR. 

Department or Agency: Department of Defense. 

Estimated Value: $14.8 billion. 

Contract Description: Iraq Work Under LogisHcs Civfl Augmentation Program 
(LOGCAP). 

Selected Audit Report(s): U.S. Government Accountability Office, Milifarv 
Operations: POP's Exfens/ve Use of Logistics Support Contracts Requires 
Strengthened Oversight (July 2004) (GAO-04-854): Aimy Audit Agency, Logistics 
Civil Augmentation FYoaram in Kuwait: U.S. Army Field Support Command (Nov. 
24, 2004) (Audit Report A-2005-0043-ALE): U.S Government Accountability Office, 
Rebuilding Iraq: Fiscal Year 2003 Contract Award Procedures and Management 
Challenges (June 2004) {GAO-04-605). 

Problem(8) with Contract: Wasteful Spending; Mismanagement; Lock of 
Competition. 


41. Contractor: Halliburton/KBR. 

Department or Agency: Department of Defense. 

Estimated Value: $2.4 billion. 

Contract Description: Restore Iraqi Oil. 

Selected Audit Report(s): DCAA, Report on Audit of Proposal for Restore Iraqi Oil 
Task Order No. 6 (Audit Report No. 331 1-2004K2 1000028) (Sept. 1 6, 2004): DCAA. 
Report on Audit of the Addiftonal Funding Proposal for RIO I Task Order No. 04 
(Audit Report No. 331 1'2004K1 7900086) (Sept. 3. 2004): U.S Government 
Accountability Office, Rebu//dfna Iraq: Fiscal Year 2003 Contract Award 
Procedures and Management Challenges (June 2004) |GAO-04-605}. 

Problem(s) with Contract; Wasteful Spending; Mismanagement; Lack of 
Competition. 
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42. Contractor: 1-3 CommurMcations. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $429 million. 

Contract Description: integrated Survefllance Intelligence System (ISIS). 

Selected Audit Report(s): Department of Homeland Security Inspector General, A 
Review of Remote Survei/ionce Techno/oov Atono U.S. Land Borders (Dec. 2005) 
(OIG-06-15); U.S. Government AccowtabHity Office, Border Security: Kev 
Unresolved Issues Justify Reevofuafron of Border Surveillance Technoioov Program 
(Feb. 2006) (GAO-0^295). 

Problemfs) with Conhract: Wasteful Spending; Mismanagement. 


43. Contractor: L-3 Communications. 

Department or Agency: Department of Defense. 

Estimated Value: $49 million. 

Contract Description: Army Data Link System. 

Selected Audit Reportfs): U.S. Government Accountability Office, POD Contract 
Payments: Management Action Needed to Reduce Billions in Adjustments to 
Contract Payment Records (Aug. 2003) (GAO-03-727}. 

Probiem(s) with Contract: Wasteful Spending: Mismanagement. 


44. Contractor: Landstar Express America Inc. 

Department or Agency: Department of Transportation. 

Estimated Value: $136.9 million. 

Contract Description: Bus Transportation Services. 

Selected Audit Report(s): President’s Council on Integrity and Efficiency, Executive 
Council on Integrity and Efficiency, Oversight of Gulf Coast Hurricane Recovery: A 
9Q»Dav Progress Report to Congress (Dec. 30, 2005); Department of Transportation 
Inspector General. Infernal Controls Over The Emergency Disaster Relief 
Transportation Services Contract (Jan. 20. 2006). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


45. Contractor: Lipsey Mountain Spring Water Co. 

Department or Agency: Department of Homeland Security, Department of 
Defense. 

Estimated Value: $74.5 million. 

Contract Description: Emergency Water. 

Selected Audit Report(s): President's Council on Integrity and Efficiency, Executive 
Council on Integrity and Efficiency, Overslohf of Guff Coast Hurricane Recovery: A 
90~Dav Progress Report to Congress (Dec. 30. 2005); U.S. Government 
Accountability Office, Hurricane Katrina: Better Plans and Exercises Needed to 
Guide the Military's Response to Catastrophic Nofural Disasters (May 2006) (GAO- 
06-643), 
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Prob!em(s) with Contract: Mismanagement. 

46. Contractor: Lockheed Martin. 

Department or Agency: Departm^t of Defense. 

Estimated Value: $4 billion. 

Contract Description: Aerial Common Sensor. 

Selected Audit Reportfs): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-39 1 ); U.S. Government Accountability Office, Defense Acquisitions: Major 
Weapon Systems Continue to Experience Cost and Schedule Problems under 
POD'S Revised Policy (Apr. 2006) (GAO-06-368). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

47. Contractor: Lockheed Martin. 

Department or Agency: Department of Defense. 

Estimated Value: $861 million. 

Contract Description: C-5 Avionics Modernization Program (C-5 AMP). 

Selected Audit Report(s): U.S. Government Accountability Office. Defense 
Acou/sff/ons: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391): U.S. Government Accountability Office, Defense Acquisitions: 

Assessments of Major Weapon Prooron)s (Mar. 2004) {GAO-04-248). 

Problem(s) with Contract: Wasteful Spending: Mismanagement. 

48. Contractor: Lockheed Martin. 

Department or Agency: Department of Defense. 

Estimated Value: $6.2 biliion. 

Contract Description; Advanced Extremely High Frequency (AEHF) Satellite. 

Selected Audit Report(s): U.S. Government Accountability Office. Defense 
AcQu/s/fions: Assessments of Selected Maior Weapon Programs (Mar. 2006) (GAO- 
06-391): U.S. Government Accountability Office, Defense Acou/sffions: 

Assessments of Maior Weapon Programs (Mar. 2004) (GAO-04-248). 

Problemfs) with Contract; Wasteful Spending; Mismanagement. 

49. Contractor: Lockheed Martin. 

Department or Agency; Department of Defense. 

Estimated Value: $9.5 billion. 

Contract Description: C-5 Reliability Enhancement and Reengining Program. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Maior Weapon Programs (Mar. 2006) (GAO- 
06-391); U.S. Government Accountability Office. Defense Acautsff/ons: 

Assessments of Maior Weapon Programs (Mar. 2004) (GAO-04-248). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 
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50. Contractor: Lockheed Martin. 

Department or Agency: Depcniment of Defense. 

Estimated Value: $65.4 billion. 

Contract Description: F-22A Raptcw. 

Selected Audit Report(s}: U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs {Mar. 2006) (GAO- 
06-391): U.S. Government AccountaliMRtv Office. Defense Acquisitions: 

Assessments of Major Weapon Programs {Mar. 2004} {GAO-04-248) . 

Problem{s) with Contract: Wasteful Spending: Mismanagement. 


51. Contractor: Lockheed Martin. 

Department or Agency: Department of Defense. 

Estimated Value: $206.3 billion. 

Contract Description: Joint Strike Fighter. 

Selected Audit Report(s); U.S. Government Accountability Office, Defense 
Acaui's/tions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391): U.S. Government Accountability Office, Defense Acau/s/fions: Major 
Weapon Systems Continue to Experience Cost and Schedule Problems under 
POP 's Revised Policy (Apr. ;^6) {GAO-06-368); U.S. Government Accountability 
Office. Defense Acquisitions: Assessments of Major Weapon Programs (Mar. 2004) 
{GAO-04-248). 

Probfem(s) v/ith Contract: Wasteful Spending: Mismanagement. 


52. Contractor Lockheed Martin. 

Department or Agency: Department of Defense. 

Estimated Value: $10.2 billion. 

Contract Description: Space Based Infrared System High. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Maior Weapon Programs (Mar. 2006) (GAO- 
06-39 1 }: U.S, Government Accountability Office, Defense Acouis/tions: 

Assessments of Maior Weapon Programs (Mar. 2004) {GAO-04-248). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


53. Contiactor: Lockheed Martin. 

Department or Agency: Department of Defense. 

Estimated Value: $2.6 billion. 

Contract Description: C-130J Aircraft. 

Selected Audit Report(s): Department of Defense Inspector General, Acau/sff/on - 
Confroct/no for ond Performance of the C- I30J Aircraft (July 23, 2004) (D-2004- 
102 ). 

Problem{s) with Contract: Wasteful Spending: Mismanagement; Lack of 
Competition. 
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54. Contractor: Lockheed Martin. 

Department or Agency: Dep>artment of Justice. 

Estimated Value: $:^5 million. 

Contract Description: Sentinel. 

Selected Audit Report(s): U.S. Government Accountability Office, Information 
Technology: FBI is Building Management Capabilities Essential to Successful 
System Deployments, but Challenaes Remain (Sept. 14, 2005) (GAO'05-1014T }; 
Department of Justice Inspector General, The Federal Bureau of Investigation’s 
Pre-Acauisition Planning for and Controls Over the Senfine/ Case Monooemenf 
System (Mar. 2006) (06-14), 

Problem(s) with Contract: Mismanagement. 

55. Contractor: Lockheed Martin Inte^ated Systems. 

Department or Agency: Department of Defense. 

Estimated Value: $359 million. 

Contract Descriphon: F-6 Mission Training Center Simulator Services. 

Selected Audit Report(s}; Department of Defense inspector General Acquisition: 
Procurement Procedures Used for F- 16 Mission Training Center Simulator Ser/ices 
(Mar. 24, 2006). 

Problem(s) with Contrach Wasteful Spending: Mismanagement: Lack of 
Competition. 

54. Contractor: Lockheed Martin Northrop Grumman Joint Venture, 

Department or Agency: Department of Homeland Security. 

Estimated Volue: $17 billion. 

Contract Description: Deepwater. 

Selected Audit Report(s): U.S. Government Accountability Office. Department of 
Homefond Security; Financial Management Challenaes (Jul. 8, 2004) (GAO-04-945T 
). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

57. Contractor; Lockheed Martin Vought Systems Corporation. 

Department or Agency: Department of Defense. 

Estimated Value: $565 million. 

Contract Description: Army Tactical Missile System. 

Selected Audit Reporf(s); U.S. Government Accountability Office, POD Contract 
Payments: Management Action Needed to Reduce 6///ions in Ad/usfmenfs to 
Contract Poymenf Records (Aug. 2003) (GAO'03-727). 

Problem(s) with Contract: Wasteful Spending: Mismanagement. 

58. Contractor: Lockheed Martin, Raytheon. 
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Department or Agency: Department of Defense. 

Estimated Value: $8.5 bBlion. 

Contract Description: Aegis Bctilistic Missile Defense {Aegis BMD). 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acauisifions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391); U.S. Government Accountability Office. Defense Acauisifions: 

Assessments of Major Weapon Programs {Mar. 2004) {GAO-04-248). 

Problemfs) with Contract: Wasteful Spending: Mismanagement. 


59. Contractor: Meganet. 

Department or Agency: Department of Labor. 

Estimated Value: $3.8 million. 

Contract Description: Encryption Software ar»d Services. 

Selected Audit Report(s): Department of labor Inspector General, Award and 
Monoaemenf of Contracts for Encryption Software Were Significantly Flawed (Mar. 
31. 2005) (Report No. 05-05-005-07-720). 

Problemfs) with Contract: Wasteful Spending: Mismanagement; Lack of 
Competition. 


60. Contractor: Multiple Contractors. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $915 million. 

Contract Description: Manufactured/Modutar Homes for Katrina and Rita 
Evacuees. 

Selected Audit Report(s): Department of Homeland Security Inspector General, 
Mobile Homes and Modular Homes of Hope and Red River (Feb. 2006) (Report No. 
GC-HQ-06-i2): Department of Homeland Security Inspector General, Oversight of 
Gulf Coast Hum'cone Recovery. A Semiannual Report fo Congress (Apr. 30, 2006); 
Senate Committee on Homeland Security and Governmental Affairs, Testimony of 
Department of Homefond Security inspector General Richard L Skinner (Feb. 13. 
2006). 

Problemfs) with Contract: Lack of Defined Requirements: Wasteful Spending: 
Mismanagement. 


61. Contractor; Multiple Contractors. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $1.7 billion. 

Contract Description: Travel Trailers for Katrina Evacuees. 

Selected Audit Report{s): Department of Homeland Security inspector General, 
Oversight of Gulf Coast Hurricane Recovery. A Semiannual Report to Congress 
(Apr. 30, 2006); Senate Committee on Homeland Security and Governmental 
Affairs, Test/monv of Department of Homeland Security Inspector General Richard 
L Skinner (Feb. 13, 2006). 
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Prob!em(s) with Contract: Wasteful Spending: Mismanagement: Lack of 
Competition. 


42. Contractor: NCS Pearson, Inc. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $741 million. 

Contract Description: Test and Hire Passenger Screeners for Airports. 

Selected Audit Report(s): Department of Homeland Security Inspector General 
Review of the Tronsoortation Security Administration's Management Controls Over 
the Screener Recruitment Program (Dec. 2005) {OIG-06-18). 

Problem(s) with Contract: Lack of Defined Requb'ements: Wasteful Spending; 
Mismanagement. 


43. Contractor Northrop Grumman. 

Department or Agency: Department of Defense. 

Estimated Value: $30 billion. 

Contract Description: Future Aircraft Carrier CVN-21 . 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391). 

Problem(s) with Contract: Wasteful Spending: Mismanagement. 


44. Contractor: Northrop Grumman. 

Department or Agency; Department of Defense. 

Estimated Value: $6.4 billion. 

Contract Description: Global Hawk Unmanned Aircraft System. 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Prooroms (Mar. 2006) (GAO- 
06-391): U.S. Government Accountability Office. Defense Acquisitions: Major 
Weapon Systems Continue to Experience Costand Schedule Problems under 
POD'S Revised Policy (Apr. 2006) (GAO-06-368): U.S. Government Accountability 
Office, Defense Acquisitions: Assessments ofMafor Weapon Programs (Mar. 2004) 
{GAO-04-248). 

Problem(s) wHh Contract: Wasteful Spending; Mismanagement. 


45. Contractor: Northrop Grumman. 

Department or Agency: Department of Defense. 

Estimated Value; $4.6 billion. 

Contract Description: Space Tracking and Surveillance System. 

Selected Audit Repor!(s): U.S. Government Accountability Office. Defense 
AcQu/sifions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-39 1 ); U.S. Government Accountability Office. Defense Acquisitions: 
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Assessments of Malor Weapon Procsxjms IMcff. gX)41 (GAO-04-248). 
Problem(s) with Contract: Wasteful Spending; Mismanagement. 


66. Contractor: Northrop Grumman. 

Department or Agency: Department of Defense. National Aeronautics and Space 
Administration, National Oceanic and Atmospheric Administration. 

Estimated Value: $8 billion. 

Contract Description: Nationd Polcar-Orbiting Operational Environmental Satellite 
System (NPOESS). 

Selected Audit Report(s): U.S. Government Accountability Office, Defense 
Acquisitions: Assessments of Selected Major Weapon Programs (Mar. 2006) (GAO- 
06-391); U.S. Government Accountabilify Office. Defense Acquisitions: 

Assessments of Major Weapon Programs (Mar. 2^4) {GAO-04-248) . 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


67. Contractor: Parsons Delaware Inc. 

Department or Agency: Department of Defense. 

Estimated Value: $500 million. 

Contract Description: Build and Renovate Hospitals, Clinics, and Housing. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Management of the Primary Healthcare Centers Construction Projects (Apr, 29, 
2006) (Report No. SIGIR-06-01 1); DCAA. Report on Audit of Proposal forAIAIwaiya 
Children's Hospital. No. 02I32-2004N27000007 (Oct. 19, 2004); DCAA, Report on 
Application of Agreed-Upon Procedures of Proposal for Programmaric Support 
Services. No. 2I3I-2005N28000003 (Dec. 21, 2004); DCAA, Report on Agreed-Upon 
Procedures for Subcontract Proposal for Renovation and Modernization of Al 
Ramadi Gynecology. Obstetrics and Children's Hospital, No. 2131-2005N280000I2 
(Dec. 21, 2004). 

Problem(s} with Contract: Wasteful Spending; Mismanagement; Lack of 
Competition. 


68. Contractor: Parsons Iraq Joint Venture. 

Department or Agency: Deportment of Defense. 

Estimated Value: $800 million. 

Contract Description: Restore Iraqi Oil 2 - Nothern Iraq. 

Selected Audit Reporl(s): DCAA, Report on Audit of Contractor's Billing System 
Internal Controls. No. 352I-2004V} 1010001 (Mar. 31 . 2005). 

Problem(s) with Contract; Wasteful Spending. 


69. Contractor; Perini Corporation. 

Department or Agency; Department of Defense. 
Estimated Value: $66.6 million. 
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Contract Description: Repair and Restc«-e the Iraqi Electrical Infrastructure. 

Selected Audit Reportfs): U.S Gov^ment Accountability Office, Rebuilding Iraq: 
Fiscal Year 2003 Contract Award Procedures and Monooemenf Challenges (June 
2004) (GAO-04-605). 

Problem(s) with Contact: Mismanagement; Lack of Competition. 

70. Contractor. Phillips and JcMrdan. 

Department or Agency: Department of Defense. 

Estimated Value: $500 milfion. 

Contract Description: Debris Removal. 

Selected Audit Report(s): Army Corps of Engineers and Defense Contract Audit 
Agency, Audit Documents (various). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

71. Contractor: Russian and Eastern European Partnership, Inc. d/b/a Operational 
Support Services. 

Department or Agency: Department of Defense. 

Estimated Value: $10.7 million. 

Contract Description: BUingual-Bicultural Advisor. 

Selected Audit Reportfs): U.S. Government Accountability Office, Worldwide 
Language Resources. Iric.: SOS International Ltd. (Nov. 14, 2005) |B-296984). 

Problem(s) with Contract: Mismanagement; Lack of Competition. 

72. Contractor: Russian and Eastern European Partnership, Inc. d/b/a Operational 
Support Services. 

Department or Agency: Department of Defense. 

Estimated Value: $35.5 million. 

Contract Description: Bilingual-Bicultural Advisor. 

Selected Audit Reportfs): U.S. Government Accountability Office, Worldwide 
Language Resources. Iric.: SOS International Ltd. (Nov. 14, 2005) (B-296984). 

Problemfs) with Contract; Mismanagement; Lack of Competition. 

73. Contractor: Science Applications Internafional Corp. 

Department or Agency; Department of Defense. 

Estimated Value: $82.4 million. 

Contract Description: Establish an Iraqi Media Capability, including Print, 

Television, and Radio. 

Selected Audit Reportfs): U.S Government Accountability Office, Rebuilding Iraq: 
Fiscal Year 2003 Contract Award Procedures and Management Challenges (June 
2004) (GAO-04-605). 

Problemfs) with Contract; Mismanagement. 
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74. Contractor: Science Appiications International Cc«p. 

Department or Agency: Department of Defense. 

Estimated Value; $24.8 million. 

Contract Description: Recruit and FYovide Logistical Support for Subject Matter 
Experts to Assist the Iraqi Reconsfruction and Development Council 

Selected Audit Reporf(s): U.S Government Accountability Office, Rebuilding Iraq: 
Fiscal Year 2003 Contract Award Procedures and Manaaemenf Challenges (June 

2004) (GAO-04-605). 

Problemfs) vrith Contract; Mismanagement. 

75. Contractor Scotia Prince Cruise Une. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $13mill}on. 

Contract Description: Cruise Ship Housing for Katrina Evacuees. 

Selected Audit Report(s}: Naval Audit Service, Chartered Cruise Shies (Feb. 2006) 
(Audit Report N2006-0015); Department of Homeland Security Inspector General, 
Management Advisory Report on the Acquisition of Cruise Shies for Hurricane 
Katrina Evacuees (Feb. 2006} {Report No. GC-HQ-06-1 1). 

Problem(s) with Contract: Wasteful Spending. 

76. Contractor: Shaw Environmental. Inc. 

Department or Agency: Department of Homeland Security. 

Estimated Value; $100 million. 

Contract Description: Manage Tempcffory Housing for Katrina Evacuees. 

Selected Audit Report(s): Department of Homeland Security inspector General, 
Manaaemenf Advisory Report on the Major Technical Assistance Contracts (Nov. 

2005) {OiG-06-02). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

77. Contractor: Systems Research and Application Corp., Northrop Grumman. 
Department or Agency; State Department. 

Estimated Value: $82 million. 

Contract Description; GSA-FEDSIM Millenia Contract. 

Selected Audit Report(s): Department of State Inspector General, Independent 
Accountant's Report on the Application of Agreed-Upon Procedures Relating to 
Bureau of Information Resource Management Enterprise Network Management 
Office GSA-FEDSIM Millenia Contract Task Order GS-T004AJM049 (Mar. 2006) 
(Report No. AUD/PP-06-08). 

Problem(s) with Contract; Wasteful Spending: Mismanagement. 
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78. 

Contractor: Systems and Electronics, Inc. 

Department or Agency: Dep>artment of Defense. 

Estimated Value: $158 million. 

Contact Description: 60K Tunner Cargo loader Logistics Support. 


Selected Audit ReDortfsl: Deoartment of Defense insoector General. Acoi/;s/t/on: 

Air Force Procurement of 60K Tunner Carao loader Contractor Loaistics Suooort 


(Mar. 3, 2006). 


Problem(s) with Contract: Wasteful Spending; Mismanagement; Lack of 

Competition. 

79. 

Contractor. Tetra Tech FW. Inc. 

Department or Agency: Department of Defense. 

EsHmated Value: $5.5 million. 

Contract Description: Renovate (racp Ministry of Trade Building. 


Selected Audit Repoft(s): Coalition Provisional Authority inspector General, Task 

Orders Awarded bv the Air Force Center for Environmental Fxceltenr.e in Suooort 


of the Coalition Provisional Authorifv l.iulv ?H. 20041 fReoort No. 04-0041 

Problem(s) with Contract: Mismanagement. 

80. 

Contractor TKC Communications, LLC. 

Department or Agency: Department of Defense. 

Estimated Value: $100 million. 


Contract Description: Leasing and Management of Commercial Property and 

Construction Ove^ight. 


Selected Audit ReoorKs): U.S. Government Accountability Office, Contract 

Manoaement: Increased Use of Alaska Native Comorations' Sp^pip/ 


Provisions Calls for Tailored Oversiaht lAor. 20061 (GAO-06-399). 

Problem{s) with Contract: Wasteful Spending; Lack of Competition. 

81. 

Contractor: Toltest. 

Department or Agency: Department of Defense. 

Estimated Value: $7.6 million. 

Contract Description: Pump Stations at Karbala and Mandilee. 


Selected Audit Report(s): Coalition Provisional Authority Inspector General. Task 

Orders Awarded bv the Air Force Center for Environmental Excellence in Support 


of the Coalition Provj.s/onaf Authorifv fJulv 28. 2004) fRenort No. 04-0041 

Probiem(s) with Contract: Mismanagement. 

82. 

Contractor: Unisys. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $1 billion. 
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Contract Description: Airport Tetecommur^'cations. 

Selected Audit Report(s): DepcHtment of Homeland Security Inspector General, 
Transportation Security Adminisiroh'on's fnformoton Techno/oav Manooed Services 
Contract {Feb. 2006} {OiG-06-23). 

Problem{s) with Contract: lack of Defined Requirements; Wasteful Spending: 
Mismanagement. 

83. Contractor: Washington Group International- 
Department or Agency; Department of Defense. 

Estimated Value: $218.3 milPon. 

Contract Description: Restore Iraqi Bectridty. 

Selected Audit Report(s}: U.S Gov^nment Accountability Office, Rebuilding Iraq: 
Fiscal Year 2003 Contract Award Procedures and Management Challenges (June 
2004) (GAO-04-605): DCAA. Report on Audit of Reconstruction of Iraqi Electrical, 
No. 426I-2004 W2W0000J {Dec. 12, 2003). 

Problem(s) with Contract: Wasteful Spending. 

84. Contractor: Westinghouse Savannah River, Bechtel Savannah River. 

Department or Agency; Department of Energy. 

Estimated Value: $500 million. 

Contract Description: Tritium Extraction Facility at Savannah River Site. 

Selected Audit Reports): U.S. Government Accountability Office, Deoarfmenf of 
Energy: Further Actions Are Needed to Strengthen Contract Management for 
Major Projects (Mar. 2005) (GAO-05-123). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

85. Controctor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $663 thousand. 

Contract Description: Al Hiliah General Hospital. 

Selected Audit Report(s): Special Inspector Genera! for Iraq Reconstruction, 
Management of Rapid Regional Response Pfoaram Contracts in South-Central 
Iraq (Jan. 23, 2006) {Report No. SIGIR-05-023). 

Problem(s) with Contract: Mismanagement. 


86. Controctor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $108 thousand. 

Contract Description: Al Hiilah Olympic Swimming Pool Pumps. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Manaaemenl of Rapid Regional Response Program Contracts in South-Central 
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Iraq (Jan. 23, 2006) (Report No. SlGIR-05^23}. 

Problem{s) with Contract: WasteM SperKiing; Mismanagement. 

87. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $28 thousand. 

Contract Description: Building ImfiM’ovements for the Meshkahab Council Building. 

Selected Audit Report(s): Special lnspect(X Genera! for Iraq Reconstruction, 
Manoaement of Rapid Regional Response Program Contracts in South-Central 
Iraq (Jan. 23, 2006) (Report No. SlGlR-05-023). 

Prob!em(s) with Contract: Mismanagement: Wasteful Spending. 

88. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $86 thousand. 

Contract Description: Renovation of the Tribal Democracy Center in Karbala. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Management of Rapid Regional Response Program Contracts in Soufh-Central 
Iraq (Jan. 23, 2006) (Report No. SIGIR-05-023). 

Problemfs) with Contract: Mismanagement; Wasteful Spending. 

89. Conhactor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $47 thousand. 

Contract Description: Upgrade the Police Department Facilities in Hiliah. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Manoaement of Rapid Regional Response Program Contracts in South-Central 
Iraq (Jan. 23. 2006) (Report No. SIGIR'05-023). 

Problem(s) with Contract: Mismanagement: Wasteful Spending. 

90. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $32 thousand. 

Contract Description: Upgrades and Repairs at the Al Mahawel Fire Department. 

Selected Audit Reports): Special Inspector General for Iraq Reconstruction, 
Monoaemenf of Rapid Regional Response Program Contracts in South-Centro/ 

Iraq (Jon. 23, 2006) (Report No. SIGIR-05-023}. 

Problem(s) with Contract: Mismanagement: Wasteful Spending. 

91. Contractor: Not Releosed. 

Department or Agency: Department of Defense. 
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Estimated Value: $420 thousand. 

Contract Description: Two AiTncxed Vehicles. 

Selected Audit Report(s}: Special Inspector Genera! for Iraq Reconstruction, 
Management of Rapid Regional Response Program Contracts in South-Cental 
Iraq (Jan. 23, 2006) (Report No. SIGIR-05-023). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

92. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $99 thousand. 

Contract Descn'ption: Site Preparation for Water Treatment Compacting Unit. 

Selected Audit Report(s}: Special Inspector General for Iraq Reconstruction, 
Monoaemenf of Rapid Regional Response Program Contracts in Soufh-Cenfraf 
Iraq (Jan. 23, 2006) (Report No. SIGIR-05-023). 

Problem! s) with Contract: Mismanagement; WasteM Spending. 

93. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $4) thousand. 

Contact Description: Rebuild Al Nasser School. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Management of Rapid Regional Response Program Contracts in Soufh-Centro/ 

Iraq (Jan. 23, 2006) (Report No. SIGIR-05-023). 

Problem(s) with Contract: Mismanagement; Wasteful Spending, 

94. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $120 thousand. 

Contract Description: Convoy Security Force. 

Selected Audit Report(s); Special Inspector General for Iraq Reconstruction, 
Management of Rapid Regional Response Proorom Contracts in South-Central 
Iraq (Jon. 23, 2006) (Report No. SIGIR-05-023). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

95. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $14 thousand. 

Contract Description: Oversight In Original Contract Specifications. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Monoaemenf of Rapid Regional Response Program Contracts in South-Central 
Iraq (Jon. 23, 2006) (Report No. SIGIR-05-023). 
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Prob}em(s) with Contract: Mismanagement; Wasteful Spending. 

96. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $128 thousand. 

Contract Description: Road Paving in Grait Kabaza in Kharat. 

Selected Audit Report(s); Special Inspector General for Iraq Reconstruction, 
MonagerT>enf.oLSSfiid_RegicvToiResQQn|g_fto^am.C2n^2cfsiQ_SouttvCeQiro/ 

Iraq {Jan. 23, 2006) (Report No. SIGIR-05-023). 

Problem(s) with Controct: Mismanagement; Wasteful Spending. 

97. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: Not Provided. 

Contract Description: Extended Cab Pickup Trucks for Border Police. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Coalition Provisional Authority's Contracting Processes Leading Up to and 
Including Contract Award (July 27, 2004) (Report No. 04-013). 

Problem{s) with Contract: Mismanagement; Lack of Competition. 

98. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $188 thousand. 

Contract Description: Double Cab Trucks for Maysan Police. 

Selected Audit Report(s}: Special Inspector Genera! for Iraq Reconstruction, 
Coalition Provisional Authority's Conlractina Processes Leodina Up to and 
Including Contract Award (July 27, 2004) (Report No. 04-013). 

Problem(s) with Contract: Mismanagement. 

99. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $561 thousand. 

Contract Description: DA8V01-03-M-0003. 

Selected Audit Report(s}: Special inspector General for Iraq Reconstruction. Iraqi 
Armed Forces Seized Assets Fund: Review of Contracts and Financial Documents 
(Apr. 28, 2006) (Report No. SlGIR-06-015); Special Inspector General for Iraq 
Reconstruction, Review of the Multi-National Security Transition Command-lraa 
Reconciliation of the Iraq Armed Forces Seized Assets Fund (Apr. 28, 2006) (Report 
No.SIGIR-06-010). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

100. Contractor: Not Released. 
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Department or Agency: Department of Defense. 

Estimated Value: $581 thousand. 

Contract Description; APFCRP404XXX)1. 

Selected Audit Reports): Special inspector General for Iraq Reconstruction, Iraqi 
Armed Forces Seized Assets Fund: Review of Contracts and Financial Documents 
(Apr. 28, 2006) (Report No. SIGIR-06-015}. 

Problem{s) with Contract: Wasteful Spending: Mismanagement. 


101. Contractor: Not Released. 

Department or Agency: Department of Defense, 

Estimated Value; $6.2 million. 

Contract Description: DABV01-03-M-0034. 

Selected Audit ReporKs): Special Inspector General for Iraq Reconstruction. Iraqi 
Armed Forces Seized Assets Fund: Review of Contracts ond F/noncioi Documents 
(Apr. 28, 2006) (Report No. SlGlR-06-015): Special Inspector General for Iraq 
Reconstruction, Review of the Mulfi-Nafional Security Transition Command-lraa 
Reconciliation of the Iraq Armed Forces Seized Assets Fund (Apr. 28, 2006) (Report 
No.SIGIR-06-010}. 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


102. Contractor: Not Released. 

Department or Agency; Department of Defense. 

Estimated Value: $4.8 million. 

Contract Description; DA8V01-04-CX75. 

Selected Audit Report(s): Special Inspector General tor Iraq Reconstruction, Iraqi 
Armed Forces Seized Assets Fund: Review of Contracts and Financial Documents 
(Apr. 28, 2006) (Report No. SiGIR-06-0t5): Special Inspector General for Iraq 
Reconstruction, Review of the Multi-National Security Transition Command-lraq 
Reconciliation of the Iraq Armed Forces Seized Assets Fund (Apr. 28, 2006) (Report 
No.SlGIR-06-010). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


103. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $9 million. 

Contract Description: DABV01-03-C-0034. 

Selected Audit Report(s): Special inspector General for Iraq Reconstruction. 
Review of the Multi-National Security Transition Command-lraa Reconciliation of 
the Iraq Armed Forces Seized Assets Fund (Apr. 28. 2006) (Report No. SiG!R-06-010). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 


104. Contractor: Not Released. 
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Department or Agency: Depolment of Defense. 

Estimated Value: $ I miion. 

Contract Description: DABV01-^>3-C:XX)02. 

Selected Audit Report(s): Special InspectcM' General for Iraq Reconstruction, 

Review of the Multi-National Security Transition Command-lraa Reconciliation of 
the Iraq Armed Forces Seized Assets Fund (Apr. 28, 2006) (Report No. SIGiR--06-0]0). 

Probfem(s) with Contract: Wasteful Spencfing: Mismanagement. 

105. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $2.4 million. 

Contract Description: DABV01-04-D0001. 

Selected Audit Repotl(s): Special Inspector General for Iraq Reconstruction, 

Review of the Mutti-Nafional Security Transition Command-lraa Reconciliation of 
the Iraq Armed Forces Seized Assets Fund (Apr. 28, 2006} (Report No. SiGIR-06-OiO). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

106. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $5.7 million. 

Contract Description: Renovate Police Academy. 

Selected Audit Report(s): Coalition Provisional Authority Inspector General, Task 
Orders Awarded bv the Air Force Center for Environmental Excellence in Support 
ofJte Coalition Provisional Authority (July 28, 2004} (Report No. 04-004}. 

Problem(s) with Contract: Mismanagement. 

107. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $12 million. 

Contract Description: Renovate Baghdad Airport, 

Selected Audit Report(s): Coalition Provisional Authority inspector General. Tosfc 
Orders Awarded bv the Air Force Center for Enviror)mentol Excellence in Support 
of the Coalition Provisional Authority (July 28, 2004) (Report No. 04-004). 

Problem(s) with Contract: Mismanagement. 

108. Contracion Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $4.5 million. 

Contract Description: Renovate Logistics/Police Academy at Erbil and Zahko. 

Selected Audit Report(s}: Coalition Provisional Authority Inspector General, Task 
Orders Awarded bv the Air Force Center for Environmenfal Excellence in Support 
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of the Coalition Provisional Authority (July 28, 2(X)4) (Report No. 04-004). 

Problem{s) with Contract: Mlsmanc^ement. 

109. Contractor: Not Released. 

Department or Agency: Departm^t of Defense. 

Estimated Value; $25.8 minion. 

Contract Description: Construct Midges at Al Madeen, al Sharquat, and Burbriz. 

Selected Audit Report(s]; Coalition Provisional Authority inspector General, Task 
Orders Awarded by the Air Force Center for Env/ronmenfo/ Excellence in Support 
of the Coalition Provisional Authority (July 28. 2004) (Report No. 04-004). 

Problem(s) with Contract: Mismanagement. 

no. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $131 thousand. 

Contract Description: Jaa^ah Pedestrian Bridge. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction. 
Manoaement of Raoid Regional Response Program Contracts in South-Central 
Iraq (Jan. 23, 2006) (Report No. SIGIR-05-023}. 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

111. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $125.4 million. 

Contract Description: Erbil Water Treatment Plant. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
Controls Over Eauioment Acquired bv Security Contractors (Sept. 9, 2005) (Report 
No.SIGIR-05-013). 

Problem(s) with Contract: Mismanagement. 

112. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $3.6 million. 

Contract Description: Security for Governc^-ate and Regional Teams. 

Selected Audit Repori(s): Special Inspector General for Iraq Reconstruction, 

Contro/s Over Eou/pmenf Acquired bv Secwifv Confroctors (Sept. 9, 2005) (Report 
No.SIGiR-05-013). 

Problem(s) with Contract: Mismanagement. 

113. Contractor: Not Released. 

Department or Agency: Department of Defense. 
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Estimated Value: $3.6 million. 

Contract Description: Pereonal Seciflity Detc«l for Senior Adviser to the Minister of 
interior. 

Selected Audit Report(s): Special inspects Genera! for Iraq Reconstruction, 

Controls Over Equipment Acquired bv Security Confractors {Sept. 9, 2005) (Report 
No. SiGlR-O5-013). 

Probiem(s) with Contract: Mismanagement. 

114. Contracton Not Released. 

Department or Agency: Depcwtment of Defense. 

Estimated Value: $172.4 million. 

Confract Description: Nasiriyah Water Construction Project. 

Selected Audit Report(s}: Special Inspector General for Iraq Reconstruction. 

Controls Over Equipment Acquired bv Security Contractors (Sept. 9, 2005) (Report 
No. SiGlR-O5-013}. 

Problem(s) with Contract: Mismanagement. 

115. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $69 million. 

Contract Description: Construct Sixty Primary Health Centers In Southern Iraq. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 

Controls Over Equipment Acquired bv Security Contactors (Sept. 9, 2005) (Report 
No. SiGtR-05-013). 

Problem(s) with Contract: Mismanagement. 

116. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $945 thousand. 

Contract Description: Provide Seven Armored Mercedes Benz Vehicles. 

Selected Audit Report(s): Special Inspector General for Iraq Reconstruction, 
AcQu/s/f/on of Armored Vehicles Purchased Through Contract W9I4NS-05-M-} 189 
(Oct. 21.2005) (Report No.SIGIR-2005-14). 

Problem(s) with Contract: Wasteful Spending; Mismanagement; Lack of 
Competition. 

117. Contractor: Not Released. 

Department or Agency: Department of Defense. 

Estimated Value: $5.3 million. 

Contract Description: Btabtish and Operate Babylon Police Academy. 

Selected Audit Report(s); Special Inspector General for Iraq Reconstruction, 
Monooement of the Controcfs and Grants Used To Construct and Operate the 
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Bnbvion Police Academy (Oct 26. ^)05) {Report No. SIGlR-05-0 1 6) . 

Problem(s) with Contract: lock of Defined Requirements; Wasteful Spending; 
Mismanagement: Lack of Competition. 

118. Contractor: Not Released. 

Department or Agency: Department of Homeland Security. 

Estimated Value: $19 million. 

Contract Description: Transfx^rtation Security Operations Center. 

Selected Audit Report(s): Deportment of Homeland Security Inspector General. 
I/Teaularifies in the Development of the Tfansporfafion Security Operations Center 
{March 2005) (OIG-05-18). 

Prob!em{s) with Confract: Wasteful Spending; Mismanagement. 
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Rep. Henry A. Waxman 
Ranking Minority Member 
Committee on Government Reform 
U.S. House of Representatives 
June 21, 2006 

DocuimmtlUiabsis 

Problems with Alaska Native Corporation 
Contracts 



On March 4, 2005, Chairman Tom Davis and Ranking Member Henry A. Waxman jointly 
requested documents regarding federal contracts with Alaska Native Corporations (ANCs) from 
the Departments of Defense, Homeland Security, and State.' In response, these federal agencies 
provided thousands of pages of documents. The documents obtained by the Committee highlight 
significant problems with no-bid contracts with ANCs, including political interference with the 
contracting process and serious performance deficiencies. 

The discussion below summarizes some of the documents relating to two of the ANC contracts: 
(1) a Transportation Security Administration Contract for maintenance of airport screening 
equipment, and (2) a National Imagery and Mapping Agency contract for information 
technology services. 

TSA Contract for Screening Equipment Maintenance 

In late 2004, the Transportation Security Administration (TSA) planned to hold a competition for 
a contract for maintenance of airport screening equipment. The plan was for companies to 
submit informal “white paper” proposals before a formal “Request for Proposal” was sent to a 
smaller number of select contractors. An ANC named Chenega was among the contractors who 
made it to the second rotmd. 

Documents obtained from the Department of Homeland Security show that this ongoing 
competition was halted in response to political pressure. According to a November 1 , 2004, 
email from Lee Kair, the Acting Assistant Secretary for Acquisition at DHS, the entire Alaska 
congressional delegation was pushing for Chenega to receive the work under an existing no-bid 
contract it had with the DHS Customs and Border Patrol Office. The email states; 

After the receipt of these white papers, we received inquiries by Senators Murkowski and Stevens 
and Chairman Young concerning an Alaska Native Corporation named Chenega. Staff from 


’ Letter from Reps. Tom Davis and Henry A. Waxman to Donald H. Rumsfeld, Michael Chertoff, and Condoleezza 
Rice (Mar. 4, 2005). 
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these offices have been adamant that we evaluate an option using a [Customs and Border Patrol] 
contract with Chenega for similar services.^ 

A letter from Assistant Secretary of Homeland Security for TSA David M. Stone to Senator 
Stevens confirms that “on October 1 9, 2004, members of [Admiral Stone’ s] staff met with a 
member of Senator Murkowski’s staff and Ms. Kate Williams from [Sen. Stevens’] office 
regarding the Airport Security Equipment Maintenance proctirement.”^ 

Following this meeting, Senator Murkowski’s chief counsel and TSA officials discussed the 
outcome of the meeting in a series of emails. Senator Murkowski’s staff clearly believed that 
they had successfully influenced TSA. According to an October 22, 2004, email from the chief 
coimsel to the TSA congressional liaison: 

Senator Murkowski greatly appreciates the time and effort of TSA to come to our offices to met. 
Mr. Lee Kair was very understanding our the Alaska Delegations’ concerns. ... As a result of that 
meeting our specific understanding is that TSA will not release the RFP until after Chenega has 
had a chance to make a presentation of capabilities using the procurement options including the 
use of the Customs mechanism. The cost savings in time and money are quite significant. If the 
agencies decided to consider fair and open competition, please let me know what analysis has 
been done to address the increased cost and time for the bid process.'* 

The congressional liaison replied, “In order to guarantee equal and fair opportunity for all 
companies competing for work on this project, TSA articulated in Monday’s meeting that we 
would be unable to individually meet with Chenega.’’^ 

Senator Murkowski’s staff was not satisfied with this response. A reply email from the chief 
counsel states: 

We strangely have very different recollection of the discussions. We were under the distinct 
understanding that TSA was going to confirm there were no impediments to meetings with 
Chenega but there was going to be an opportunity for Chenega to present what cost savings and 
technologies exist prior to the release of the RFP. ... It would appear TSA had a different agenda 
or conclusion from our meeting.^ 


^ Email from Lee Kair (Nov. 1, 2004). 

^ Letter from Admiral David M. Stone, Assistant Secretary of Homeland Security for Transportation Security 
Administration, to Senator Ted Stevens (Jan. 31, 2005). 

^ Email from Jon DeVore, Chief Counsel to Senator Lisa Murkowski, to Congressional Liaison, Transportation 
Security Administration (Oct. 22, 2004). All spelling and grammatical errors in the original. 

’ Email from Congressional Liaison, Transportation Security Administration, to Jon DeVore, Chief Counsel to 
Senator Lisa Murkowski (Oct. 25, 2004). 

^ Email from Jon DeVore, Chief Counsel to Senator Lisa Murkowski, to Congressional Liaison, Transportation 
Security Administration (Oct. 25, 2004). 


2 



118 


Problems wm Alaska Native Corporation Contracts 

When Lee Kair, the Acting Assistant Secretary for Acquisition, saw this email, he wrote; “The 
only commitment I made was to ensure that there were no impediments in the language of the 
RFP around alternative proposals such that Chenega’s alternative proposal would be evaluated 
fairly.”^ He also stated: “I’m not sure how we got to this point” 

Nevertheless, TSA appeared to succumb to this political pressure and gave Chenega special 
access to present its no-bid plan to TSA. A November 29, 2004, letter from Mr. Kair to Chenega 
thanked the ANC for its “presentation to the joint DHS panel convened on November lO* 2004 
to evaluate your alternative approach to TSA’s solicitation for logistics support for security 
equipment at the nation’s airports.”* 

Ultimately, Mr. Kair and TSA opted to proceed with the competition. 

National Imagery and Mapping Agency IT Contract 

In 2001, the National Imagery and Mapping Agency (NIMA), now the National Geospatial- 
Intelligence Agency, decided to transition its information technology and services ftmctions to an 
Alaska Native Corporation. The company, NJVC, is a joint venture formed by two ANCs, 
Chenega and Arctic Slope Regional Corporation. It received a no-bid, 1 5-year contract worth up 
to $2.2 billion that began on January 1, 2002. By March 15, 2005, the contract was worth $550 
million.* Under this cost-plus contract, NJVC can receive a fee of up to 9%.'* 

Documents obtained from the Department of Defense reveal that NJVC’s performance has been 
seriously deficient with respect to security issues. In a March 2003 award fee evaluation, the 
ANC received a “poor” rating for its security performance." Security incidents involved the 
misuse of computer resources, the improper securing of vault areas, and the lack of necessary 
security clearances. Despite these lapses, NJVC received 81% of the maximum award fee for 
the one-year period. 

A September 2003 award fee evaluation resulted in a security score of 0 and a security rating of 
“poor.”'^ In one case, a NJVC employee “traveled with un-marked, classified documents” and 
“took clearly marked, classified documents off base and to the motel with him.” 

An August 2004 award fee evaluation gave NJVC a “marginal” security rating." The 
government found improper handling of bomb threats, improper handling of classified data, and 
improper securing of secure areas. However, NJVC received 87% of the maximum award fee. 


^ Eraail from Lee Kair, Acting Assistant Secretary for Acquisition (Oct. 25, 2004). 

* Letter from Lee Kair, Acting Assistant Secretary for Acquisition, to Ken Ogden, Chenega Technology Services 
Corporation (Nov. 29, 2004). 

® National Imagery and Mapping Agency, Record of Modification — NJVC (undated). 

National Imagery and Mapping Agency, Award Fee Plan (Dec. 14, 2001). 

“ National imagery and Mapping Agency, Award Fee Evaluation for Base Year Period 2 (Mar. 5, 2003). 
National Imagery and Mapping Agency, Award Fee Evaluation for Option Year I Period 3 (Sept. 1 1 , 2003). 
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Problems with Alaska Native Corporation Contracts 

A February 2005 award fee evaluation was the latest evaluation provided to the Committee. 
NJVC received another “poor” security rating due to a host of incidents involving failures to 
properly secure classified vaults, failures to properly handle classified information, and the 
misuse of computers to access “pornographic material.”'"* Yet the ANC received 77% of the 
maximum award fee for this period. 

The documents also reveal that over three years into the contract, NJVC employees were doing 
only a small portion of the work. This contract involved shifting approximately 600 NIMA 
employees from federal employment to jobs with NJVC.'* The same employees would do the 
same work, but would be employed by the ANC instead of the federal government. But by 
March 15, 2005, NJVC was only doing 36% of the work.'* The rest was being done by 
subcontractors and agency employees. In addition, the government evaluators found that 
“[tjhere were government people who were under the impression that NJVC was directing what 
is to be outsourced rather than the Government.”'^ 


” National Geospatial-Intelligence Agency, /twarit Fee Evaluation for Option Year 2 Period 5 (Aug. 12, 2004). 
National Geospatial-Intelligence Agency, Award Fee Evaluation for Option Year 2 Period 6 (Feb. 15, 2205). 
National Imagery and Mapping Agency, Program Summary Document (July 6, 2001). 

National Imagery and Mapping Agency, Fact Sheet — NJVC (Mar. 1 7, 2005). 

National Imagery and Mapping Agency, Award Fee Evaluation for Option Year I Period 3 (Sept. 1 1 , 2003). 
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Chairman Tom Davis. Ms. Velazquez. 

Ms. Velazquez. Thank you, Mr. Chairman. 

The Federal Government has grown to become the biggest buyer 
of goods and services in the world. In the last year alone, Federal 
purchasing power increased by 3 percent to $295 billion. 

In order to achieve a vibrant and open Federal marketplace, it 
is essential for small firms to be included in the procurement equa- 
tion. Small businesses have always played a key role in ensuring 
our Government is able to effectively operate and continue in this 
role. These businesses are capable of providing quality services at 
the best value for the American taxpayer’s dollars. 

There are many Federal Government programs designed to en- 
courage agencies to utilize small business owners in their Federal 
buying strategies. These are valuable programs that serve an im- 
portant purpose and have provided the Government with the high- 
est quality products for the taxpayer’s dollar. However, it is all too 
often that many of these programs are unfairly singled out, not be- 
cause they are ineffective but due to the current administration’s 
failure to properly modernize, fund, and administer these initia- 
tives. 

The 8(a) program, our Nation’s only remaining Federal initiative 
focused solely on the development of minority entrepreneurs, is one 
such initiative. It has been responsible for the development of more 
than 20,000 companies that have received almost $100 billion in 
Federal contracts. Yet, for all the good the 8(a) program has done, 
the Small Business Administration has allowed it to deteriorate 
significantly. Without sufficient funding, manpower, and oversight, 
the 8(a) program has faltered in its ability to serve low income 
communities and aid in the development of minority entrepreneurs. 

Today, we have the opportunity to discuss the findings of a re- 
cent Government Accountability Office report which takes an in- 
depth look at the current state of affairs with the 8(a) program, in 
particular, the dramatic increase in 8(a) contracts awarded to Alas- 
ka Native Corporations and the impact this might have on the fu- 
ture of the program. 

In fiscal year 2004, ANCs were awarded $1.1 billion or 13 per- 
cent of the total 8(a) dollars. This should be contrasted with the 
fact that between fiscal year 2003 and fiscal year 2004, the 8(a) 
program as a whole, minus ANCs, declined by $2 billion. The re- 
ality is that the ANC participation is increasing while 8(a) con- 
tracts are declining. The reason for this decline is in large part due 
to SBA sheer lack of attention to the program. 

The GAO has outlined 10 recommendations for the SBA to in- 
crease its oversight. Without this, the GAO has pointed out that 
there is clearly the potential for unintended consequences or abuse. 
This situation not only takes away valuable contracting opportuni- 
ties for small business owners but also diminishes the ability of the 
8(a) program to fulfill its role of aiding economic and community 
development. 

The important issue we are facing today with this hearing is to 
attempt to strike a balance between the need to provide economic 
development to Alaska Natives while ensuring small and minority 
business owners do not see further contract dollar declines. As we 
continue to look for ways to foster economic development in minor- 
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ity and under-served communities, it is essential that we do not 
lose sight of the capabilities of the 8(a) program. This initiative has 
always been and should continue to be a key element in building 
strong communities and local economics. 

I am hopeful that the two of our committees can find common 
ground to refocus the 8(a) program and reengage the SBA in seeing 
that this initiative is truly able to accomplish its intended mission. 

Thank you, Mr. Chairman. 

Chairman Tom Davis. Thank you very much. 

We have our lead witness, the Honorable Don Young, our Rep- 
resentative for Alaska and great friend. Don, thank you for being 
with us. 

STATEMENT OF HON. DON YOUNG, A REPRESENTATIVE IN 

CONGRESS FROM THE STATE OF ALASKA, CHAIRMAN, COM- 
MITTEE ON TRANSPORTATION AND INFRASTRUCTURE 

Mr. Young. Thank you, Mr. Chairman and ranking members 
and committee members for having this hearing. 

You will have a panel before you from Alaska that is a broad rep- 
resentation of the ANC program. Mr. Chairman, with your permis- 
sion, I would ask at this time to allow those individuals who will 
testify to be able to rely upon the people who accompany them to 
answer some technical questions if there are any technical ques- 
tions. 

Chairman Tom Davis. Without objection. 

Mr. Young. The ANC contracting, Mr. Chairman, to get a fair 
hearing and a fair review, this committee and Congress must look 
at the broad picture of Federal Government contracting as a whole, 
so that the ANCs’ contracting can be put in the proper context. 

Mr. Chairman, I am hear to say these folks are doing right by 
the Federal Government; they are doing right by the American tax- 
payer; and, most importantly, they are doing right by the impover- 
ished communities back home in Alaska. 

A razor focus on just Alaska Native Corporations [ANCs], con- 
tracting would be a disservice to the Federal agencies who have 
given the ANCs very high performance ratings generally and to 
ANCs who have done a good job executing the contracts they have 
been awarded. 

The issues of the hearing we will be looking at are not just small 
business policies or general Government procurement policies but 
rather are the important part of the National Indian policy ema- 
nating from Congress’ constitutional mandate to set Indian policy. 

I am here to tell you that the efforts to find fault and criticize 
Alaska Native Corporations participating in Small Business Ad- 
ministration SBA Section 8(a) programs, frankly, I think is a thinly 
disguised attack on Native Alaskan people and the corporations 
precisely because a few of them enjoy great success. 

As the senior member of the House Committee on Resources, I 
intend to work with Chairman Pombo and Ranking Member Rahall 
on the National Indian policy ramifications of the GAO report and 
any proposed regulatory or statutory changes that may be devel- 
oped. 

Mr. Chairman, I request your committee put on the record the 
following: The total amount of Federal contracting and the percent 
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of that total that has been awarded to ANCs, it is my understand- 
ing that according to the Government’s own data base, total Fed- 
eral contracting was $300 billion in 2004; the total ANC contract- 
ing for all sources, both 8(a) and non-8(a), was $2.2 billion in 2004, 
about 7 cents of 1 percent, 7 cents for every $100 the Fed spent 
on contracting. If you look at the percentage of total Federal con- 
tracting that went into ANC 8(a) contracts alone, the percent fol- 
lows to a little over one-half of 1 percent. In other words, every 
$100 the Government spends on procurement, all the ANCs com- 
bined are getting a little over 50 cents through the 8(a) program. 

In addition, your two committees should also examine the per- 
cent of Federal contracting that goes to the 8(a) program. Regard- 
ing the percent of the 8(a) program that goes to ANCs over the pe- 
riod of years, the GAO report said 17 percent of the 8(a) contracts 
went to ANCs in 2004. Regarding the total amount of sole-source 
contracts for all Federal contracts, the percent of total sole-source 
contracts that have been awarded to non-ANC and non-8(a) compa- 
nies compared to the percent of sole-source contracts that go to 
ANCs, looking only at ANCs regarding sole-source contracts is ig- 
noring the larger issues. 

When the Federal Government’s own studies from the 10 largest 
defense contractors — and I believe Mr. Waxman has mentioned 
this — none of them were ANCs by the way. From 1999 to 2003, 6 
years, only one of them had more than 50 percent of its contracts 
from competitive procurements. All the rest of what I call the big 
boys had more than 50 percent of their contracts through sole- 
source and non-competitive awards. I submit that the dollar 
amounts going to these large contracts are huge compared to what 
we have in the ANCs. 

Finally, I want to point out ANC contracts have been and is a 
good thing for the Government. It is a good thing for the Alaskan 
Natives. The SBA 8(a) program, as it relates to businesses owned 
by Alaskan Natives and Native American tribes, has been one of 
the few Federal Native programs that is actually working. The 
ANCs should be proud that the GAO report made no recommenda- 
tion for statutory changes and reported no wrongdoing on their 
part. In fact, the one wrongdoing that was reported was actually 
a competitive contract awarded to somebody outside of the ANCs. 

This SBA program has benefited not only ANCs and the Alaska 
Native, but it has created job opportunities and developments of 
small businesses in 49 of the 50 States in virtually every one of the 
Congressional Districts represented by members of the two commit- 
tees. 

Now, you know I have a long involvement in Native American 
issues, such issues as the Alaskan Native Land Claims Settlement 
Act and the subsequent amendments. There is absolutely no ques- 
tion that the program you are looking at today is an integral part 
of the economic settlement of ANCSA. Alaska Natives ceded mil- 
lions of acres of land claims in exchange for the ability to provide 
for economic self-sufficiency for their people. This is part of the Na- 
tional Indian Policy, something that has been reaffirmed by the 
U.S. District Court of Appeals as recently as June 2003. The Su- 
preme Court declined to review that decision, letting stand the pro- 
vision indeed called Indian Policy. 
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This was the promise of ANCSA, Alaskan Native Land Claim 
Settlement Act. It is clear to me, from all my experience, that the 
Federal Government record in dealing with Native Americans is a 
dismal one, one marked by the fact that too many times the Gov- 
ernment sets out a policy only to go back on its word. The Govern- 
ment should not break its promises, and by the way, the Govern- 
ment being this Congress. 

It seems to be the case that particularly Native Americans are 
actually succeeding and benefiting from the policy set forth. It is 
my strong belief that the Federal Government cannot go back on 
its word again. If we need to make proper adjustments to the pro- 
gram, if we have to have more oversight, let us do that, but let us 
allow the program to continue to help fulfill the responsibility that 
we have as a Nation to all the Native Americans. 

Mr. Chairman, I suggest respectfully that the people you will 
hear from on the panel from Alaska will give you the more integral 
results of what this program has been able to do for their stock- 
holders and the people in Alaska. 

With that, Mr. Chairman, I will answer any questions. 

Chairman Tom Davis. Don, thank you very much and thank you 
for putting that in a historical context. 

I will just say my only concern, as you look at the 8(a) program 
and what it was designed to do, is this squeezes out, because it is 
not being done in a competitive way, other opportunities for other 
8(a)’s. I think that is one of the concerns that has been expressed 
on that. 

Mr. Young. That is a legitimate concern. The thing I want to 
again bring out and my testimony said it also, is this is an attempt 
to try to rectify, I think, a lot of injustices over the history of Amer- 
ica and the Congress to the American Natives. It is not just Alaska 
Natives. We have an exception; that is correct. Contrary to what 
you read in the paper, we have impoverished areas in Alaska that 
have really very little opportunity which have used this program 
now where they are building schools and they are doing things 
that, very frankly, are the Government’s responsibility. 

Chairman Tom Davis. I appreciate that. 

Mr. Young. I just want you to know that. 

Chairman Tom Davis. Thank you. 

Anyone else? Mr. Waxman. 

Mr. Waxman. Thank you very much. Chairman Young for your 
testimony. 

From my perspective, I think I made this clear in my opening 
comments, if we are talking about a contract where it is more than 
$100 million, it ought to be competed for. It ought not to be given 
any special weight with the ability to waive the rules that require 
competition, without limits that we put on for small businesses. 
From the taxpayer point of view, when there is not competition or 
where there aren’t the market forces, we end up paying more 
money. 

I would agree with you that maybe you turn the other way if it 
is going to benefit people who have been disadvantaged in the past. 
I am not sure that I agree with that. But we are talking about sub- 
contractors who do the work, who are not even Native Alaskans 
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and they are not even doing it in Alaska. They are doing work in 
Virginia and Iraq and other places. 

Mr. Young. I understand that, Mr. Waxman. I understand, Mr. 
Congressman, but the point that I think you have to keep in mind 
is in the GAO report — and you have read it — there is no one who 
says the taxpayer is not getting a good deal out of this. If you want 
to have a $100 million contract that is not going to go to an Alas- 
kan Native Corporation, it is going to go to you know who, the 10 
big ones because they can outbid it. 

Now, you don’t need your staff to tell you the answer to that 
question right now. That always irritates me when that happens, 
sir. I mean I am the chairman, and I will not, very frankly, allow 
that to happen. If I can’t do that on my own, you can ask me a 
question and I can answer it, but let you and I talk together, 
please. I think that is important. 

But you understand what I am saying. This is an attempt. You 
say it is not bid on. If there is a report from the GAO that says 
the taxpayer didn’t get the best bang for their buck, then let us see 
that. 

Mr. Waxman. I think you and I read the report in a different 
way because it seems to me the GAO has reported a number of in- 
stances of excessive costs, and that is what bothers me. 

Mr. Young. Some of those instances were requirements of the 
agency which let the contract. Let us say for a defense contract for 
security, they let that contract and they required further training 
of the people in the guard positions, which costs more. 

I am just saying, when you study this, make sure that the agen- 
cy that requested the contract, make sure that they are not the 
ones that caused the higher cost. They created the higher cost, and 
I think you will hear that testimony. 

Mr. Waxman. Well, I want to see competition, and I want to see 
costs held down. 

Mr. Young. I understand. 

Mr. Waxman. That is the objective, and I think it is an impor- 
tant one. 

Mr. Young. Yes. 

Chairman Tom Davis. Chairman Manzullo. 

Chairman Manzullo. I guess my concern is it is not just 8(a) 
versus 8(a); it is Alaska and the ANC 8(a) versus other small busi- 
nesses. I mean 1 of the 154 ANCs is Chenega Technology Services. 

Mr. Young. Chenega. 

Chairman Manzullo. Chenega, of the 2,300 employees who work 
there, only 33 are Alaskan Natives. 

Mr. Young. That is true, and those are 33 more Alaskans who 
wouldn’t be working. Remember, Chenega is a very small, small 
community. The one thing is it does bring money back into the 
community. Like I said, I think you will hear testimony later on 
about the benefit of this. 

One of the things that has always concerned me about this is 
every time there is an act of Congress and it seems as if we are 
successful in doing what we attempted to do and it becomes a 
greater success, there seems to be a notion of, well, we didn’t mean 
it to be that successful. 
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Now, under this act, and they were given this specifically and 
purposely, they could go above million, so they could in fact he 
non-competitive if they want to, but they are offering a service. If 
the agencies come back and say, we are not getting the services, 
then let us look at it. All due respect to every gentleman who has 
read that report, there is no one who says they haven’t done the 
services. 

You can’t expect a village of 300 

Chairman Manzullo. Let me ask the question. 

Mr. Young. OK. 

Chairman Manzullo. The issue is not the quality of the service 
because if the issue was the quality of the service, then that com- 
pany would not be getting another contract unless the contracting 
agent came before this committee or my committee and tried to jus- 
tify that. The issue is the fairness to the other small businesses. 
I have an area that I represent, chairman, that in 1980 led the Na- 
tion in unemployment at over 25 percent. There are serious issues 
of unemployment throughout the Continental 48 States in addition 
to what is going on in Alaska. 

As we have been approached to take a look at the ANCs, it is 
the question of whether or not there is overemphasis upon helping 
out Alaska as opposed to the rest of the States. In fact, Madeleine 
Bordallo who represents Guam, natives of her island in Guam tried 
to get a contract to repair ships, and they were bumped by an 
ANC. This is Guam. 

And so, these issues are coming up all over, literally all over the 
world as to not the quality of the services nor the fact that the 
services help out the people that you so ably represent but as to 
the fairness to the other small businesses and to the other 8(a)’s 
across the Nation. That is the reason for the hearing. 

Mr. Young. I understand that. I will just leave you guys alone. 
I am just suggesting respectfully that if the other small businesses 
could do this, it might be all right, but these contracts are let to 
get the best result. I thought we were here to save the taxpayers 
some money, and they are doing the job. 

No one can show me, and your staff has read that report. They 
have not been charged with not fulfilling the obligation with which 
they were charged by the agency which contracted with them. You 
will hear from the agencies, I hope. If there is one person per agen- 
cy who says they haven’t done the job, I would like to hear because 
I have asked each one of them. Have they or have they not done 
the job? They have always said they have done a great job. They 
have a good rapport. I thought that was also part of the hearing. 

Thank you, Mr. Chairman. 

Chairman Tom Davis. Thank you for the historical context of 
this. I think sometimes as we get caught up in this, we need to un- 
derstand historically how this came to be and what it was trying 
to do. We appreciate it, and anything else you would like in the 
record, we would be happy to submit. 

Mr. Young. Thank you. 

Chairman Tom Davis. Thank you. 

The Health Centers Renewal Act is a 15 minute vote, followed 
by a 5 minute vote on the Children’s Hospital GME Support Reau- 
thorization Act. 
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So we have an hour. Let us get our first panel up here. Thank 
you very much. 

So, we have votes at 2:30, and I think we can get through this. 
Let us start with the first panel: Mr. David Cooper, Director of Ac- 
quisition and Sourcing Management at the GAO; Mr. Calvin Jen- 
kins, the Deputy Associate Deputy Administration of the Office of 
Government Contracting and Business Development, Small Busi- 
ness Administration; Mr. Frank Ramos who is the Director of the 
SBA Office of the Under Secretary of Defense for Acquisition, Tech- 
nology, and Logistics, Department of Defense; and Ms. Melodee 
Stith, the Associate Director of Acquisition and Financial Assist- 
ance in the Office of Acquisition and Property Management, U.S. 
Department of the Interior. 

It is our policy that we swear you in before you testify, if you 
would just rise and raise your hands and if there is anyone with 
you who may be advising you on anything. 

[Witnesses sworn.] 

Chairman Tom Davis. Mr. Jenkins, we will start with you. Your 
entire written statement is in the record. You will have a light in 
front of you that turns green when you start, orange after 4 min- 
utes, red after 5 minutes. If we can keep to that, I think we can 
get through this panel before the first votes and maybe swear in 
the second panel. If you need longer, we don’t mind, if you think 
it is important. Thank you for your work on this. 

STATEMENTS OF CALVIN JENKINS, DEPUTY ASSOCIATE DEP- 
UTY ADMINISTRATOR, OFFICE OF GOVERNMENT CONTRACT- 
ING AND BUSINESS DEVELOPMENT, SMALL BUSINESS AD- 
MINISTRATION; DAVID COOPER, DIRECTOR, ACQUISITION 
AND MANAGEMENT, GOVERNMENT ACCOUNTABILITY OF- 
FICE; FRANK RAMOS, DIRECTOR, SMALL BUSINESS PRO- 
GRAMS, OFFICE OF THE UNDER SECRETARY OF DEFENSE, 
ACQUISITION, TECHNOLOGY, AND LOGISTICS, DEPARTMENT 
OF DEFENSE; AND MELODEE STITH, ASSOCIATE DIRECTOR, 
ACQUISITION AND FINANCIAL ASSISTANCE, OFFICE OF AC- 
QUISITION AND PROPERTY MANAGEMENT, DEPARTMENT OF 
INTERIOR 


STATEMENT OF CALVIN JENKINS 

Mr. Jenkins. Chairman Manzullo, Chairman Davis, and Ranking 
Member Velazquez, Ranking Member Waxman, and members of 
the Small Business and Government Reform Committees, thank 
you for inviting me here today to discuss the participation of the 
Alaska Native Corporations [ANCs], in the 8(a) business develop- 
ment program. 

The 8(a) program was enacted during the 1960’s to assist eligible 
small businesses’ concerns to compete in the American economy 
through business development. The Small Business Act authorized 
SBA to develop business ownership among groups that own and 
control little productive capital. 

Individual applicants must demonstrate social and economic dis- 
advantage. Although some groups are presumed to be socially dis- 
advantaged, they as well as other applicants must demonstrate eco- 
nomic disadvantage. ANC-owned firms are deemed by statute to be 
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socially and economically disadvantaged. All U.S. citizens who can 
demonstrate social and economic disadvantage as well as comply 
with other eligibility requirements are welcome to apply for partici- 
pation in the 8(a) program. 

In addition to management and technical assistance provided 
under the program, certified 8(a) firms may be eligible to receive 
contracts that Federal agencies offer for the 8(a) program. Further- 
more, under 8(a) program, the Government is able to award con- 
tracts to participating firms without competition below a certain 
dollar threshold. Also, the government can restrict competition for 
Federal contracts above stated dollar thresholds to 8(a) certified 
firms. 

In 1986, a significant change was made to the 8(a) program when 
Congress enacted legislation that allowed agencies. Native Hawai- 
ian organizations, community development corporations, and trib- 
ally owned firms to participate in the 8(a) program to force the eco- 
nomic development to respective communities. Since 1986, Con- 
gress has extended special procurement advantages 8(a) ANC 
firms. 

The 8(a) program design anticipates that organizational-owned 
firms including ANCs will utilize the program to provide economic 
development to their respective communities. All other 8(a) partici- 
pating firms utilize the program to receive individual business de- 
velopment assistance. 

I must emphasize that, as the law is currently written, the 8(a) 
program is simultaneously providing business development to dis- 
advantaged individuals while also providing regional or community 
economic development to organizational-owned firms including 
ANCs. 

The GAO report addressed some of the differences I have men- 
tioned. The report also states that ANCs have utilized the 8(a) pro- 
gram to improve local economic conditions and provide increased 
social services to Alaskan Natives. The report notes that Federal 
contract dollars obligated to firms owned by ANCs grew from $265 
million in fiscal year 2000 to $1.1 billion in fiscal year 2004. Impor- 
tantly, there is no indication within this report of wrongdoing by 
any participants in this program. In fact, the issues addressed in 
the report come from activities that are part of the program as 
Congress designed it. 

The GAO report failed to note the significant increase in Federal 
contract dollars to other groups during the same period of time. In 
fiscal year 2004, women-owned small businesses grew from $5.5 
billion to $9.1 billion; service-disabled veteran small businesses 

f rew from $554 million to $1.2 billion; HUBZone firms grew from 
1.6 billion to $4.8 billion; and overall, small businesses grew from 
$50.1 billion to $69.2 billion. 

The Federal Government achieved its goal during fiscal year 
2003 and 2004 that 23 percent of its prime contracting dollars were 
awarded to businesses that certified as small businesses including 
ANCs. Though there is a small disadvantaged business goal which 
includes 8(a), there is no small goal for 8(a). However, in fiscal year 
2004, 8(a) were awarded $8.4 billion of the SDB achievement of 
$18.5 billion. 
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Information recently released by SBA indicates that the 8(a) pro- 

f ram has increased from Fiscal year 2004 to fiscal year 2005 by 
2.1 billion. 

Frankly, I would like to talk about oversight. The SBA takes its 
oversight responsibility very seriously. Prior to the release of the 
GAO report, the SBA had taken a number of steps to improve the 
oversight of the 8(a) program, including taking into consideration 
special provisions afforded to 8(a) concerns owned and controlled by 
ANCs, Native Hawaiian organizations, CDCs, and Indian tribes. 

For instance, the agency is revising its partnership agreement, 
delegating 8(a) authority from SBA to various Federal procuring 
agencies to clarify their role and responsibility for monitoring con- 
tract compliance of and performance by 8(a) firms. SBA has also 
increased training to field staff responsible for working on the 8(a) 
issues. In addition, the agency is exploring possible regulatory 
changes that will strengthen the program and increase SBA’s over- 
sight capabilities. SBA also recently installed a new management, 
a new experienced management team to oversee the 8(a) program. 

In closing, let me emphasize SBA’s responsibilities to implement 
the existing law. 

Thank you for allowing me to share SBA’s reviews with you 
today, and I will be happy to answer any questions you have. 

[The prepared statement of Mr. Jenkins follows:] 
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Calvin Jenkins 
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'Stwad fitatocte to ■prtjapttig'3SmKs;--^ftaBt cbastpeSHw bd®# a cettMn -aoHar' ■ 
ttehori. By sp^flsgjT«EmaefttlS 3!soauftoiH^ toi^Mct®0ip 
pe4e«ri coatra®ts above stated dofc ftr(Kbold8 to firms. 

;ft d98d*Sigftiiemtdton^;vOT:inade tofte'8(a) intogaitt-#b8«i:,Qpg*s8 eaacM^ 
tegjsirton tJwt ^owed AiTCs,NHOs, CDCs and WballyHJwn^ finns to pardcipato 
fte S(a) pogram. CoiSKSs intended this It^^atton to tostcr tecdnomto dto^doptartit to 
K^peotive coattaiwities; 

Since eHWJtoient of fte law. Congress hasextoided special procfflr«n«it:ffllvfflitogss to 


comparison, non ANGtowned 8(a) Bam can receive tole*spurce eontmts fttr rip lb 
milliwj f<a- manufacturing or $3 million fin all oftar conttacfs. AAlilitmallyj tor nc«- 
ANG 8(a) firms, iMocm-emtaits must be compiled whenevm'jsossftle before bmrig 
accqjted on aSole^ource basis while fi»r ANC-owned 8(a) firms, ptocutrtH^to ikM ott 
be competed before being accqjtcd on a sole>soritco b^is. Atooftw way AiMG*ow»^ 
films differ fiemnon-ANG 8(a) firms: ftareisnolnmtonthenumberoffionsari'^G 
8(a) participant may own as long as each brisiness is in a difflamitiaijmay indasay. 
Mbfttovsar, tiis presMrat or dO bfa nori-ANC 8(a) must be a ftsadvMda^ Mvidual^ 
wteeas fte mattaiigefteBt of am ANC-owned 8(a) firm need itot be a disadyaatSg^ 
todividiMl. 



fttps utilize tlt»piogapto®emvei^vi*idbusmes§#¥ekqjmm^®w«Bte|iriti^ 
inteit oJfC0n|r«s, ApiiJ, I an^t emphasize ftat as the taw is sjwiwt]^ TOiteQ* fl» S(a|i 
piOj^na K staMteatefflslj^pficmding a buanm devcloptomt p» 
iadi’wdb^ while also proviifiBg regional or commttmty economic deveiopmem 10 
o^aaization owned jSnns including ANCs. 

T&ljAO R^^rt published in ApnU of thk year endded “Increase Ose of Als^Naive 
Coiporaflons* Special 8(a) Provisions Call for Ttulored Overaghf* addressi^ some of the 
differences Ijnst mentioned. The report also states feat ANCs have utiBzed fee ^a) 
program te improve local economic cos^tions and provide increr^ed social services to 
Alaskan Natives. The report »tes that F^tetd coifeact dollars obliga^ to finms Owhbd 
by ANCs grew fiom $265 million in FY 2001 to Si.l billM in FY 2004. topoitenfly, 


132 


toCteases ta F«4ml contract Ajllars to ote gEOB|® dm 
saoie.perii^'.o^ti®®^ ' w<!«rmKWWed''siaall'%Mn»s»:gito# 'ftonlS5.5Mtidn 

t6'$WblHoo,.SOTicrflsaWc4Vaflran-«nan'1msiiMss68'ptts«'^fe8a-$554tKiBloB-to;$1.2 
Bifflai, inBZpae tens; p«w floin $1.6 MBitaft to $48 lMlH 6 n,aiipveami SHnaW^^b^ 
^ew'jfep^fSW Mlttpn to 169.2 billioa. :Tbe Federal 'QewwanjenfacMeved its -g^al 
diM ng FY20D3 and Iff 2604 feat 23 perc^^ of ifeprimecoaracting doUais weis 
awadei. to bnsii»es:tM:«l»idliea .i® soallbnsmcsses, i»(3ttding AWC’S. -Ibotigh^lhi^ 
is asfiWl dfetdviwttged biKiam goal which includes the 8 ( 4 ) piejpaiM, fii«® is bo 
si^arate goal fcr8(a). However, mFYltiOd, 8 (a) firms wa-e awarded SS.4 billion of the 
$)Bacl»sv«ttM;nt of $18.5 billion. 

Finally* Pd lilce to talk about oveasi^t The SBA takes its oversight lugpons^flii^ ow 
Federal procurement programs very seriously. Ptirar to the release of the GAO Report 
die Agency had taken a number of s^s to hnpKive the overa Of the 8(a) progtatn, 

including rakhigmki consideration ^eeiat imovisioos afftsded h> 8(a) concerns owned 
and conttolled by ANC's, NHO’s, and Indian tribes. Fpr instance, the Agency is levisiBg 
ite PartoCTship AgreamentBi which delegate 8(a) contracting authority feom SBA to 
various Federal procuring agencies, to clarity their roles aid responsibiliti^ to 
mottitedng contract compliance of and perfoctnance by 8(a) firtr®. SBA has also 
taoreasei ttainihg to Add staff responsihle finr working on 8(a) toes. lii additimrj the 
Agrateyis expltog possible r^atoty changes that wU stoifiJt® ft® frogram and 
hterease l^t’s overeight capAfflto SBA also recently instellcd a new* eap«a»c«l 
Bana^pent tem to oyets« Ae 8(a) program. 
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Chairman Tom Davis. Thank you. 

Mr. Cooper. 

STATEMENT OF DAVID COOPER 

Mr. Cooper. Chairman Davis, Chairman Manzullo, Ranking 
Member Waxman, and Ranking Member Velazquez, and members 
of both committees, it is a pleasure to be here this afternoon to 
share with you and discuss the results of the GAO review on Alas- 
ka Native Corporations’ participation in the 8(a) program. 

In response to your request, we issued a report in April that 
shows that Federal agencies are turning increasingly to ANC 8(a) 
firms to meet their requirements and to do their contracts. Al- 
though representing a small portion of the total Federal procure- 
ment spending obligations, obligations to ANC firms increased from 
$265 million in 2000 to $1.1 billion 2004. During that 5-year pe- 
riod, Federal agencies obligated a total of $4.6 billion to ANC 8(a) 
firms, of which $2.9 billion of that went through the 8(a) program. 
In 2004, the amount of obligations to 8(a) ANC firms represented 
about 13 percent of total 8(a) business. 

The ANCs are using the 8(a) program as one of many tools to 
generate revenue with the goal of benefiting or providing benefits 
to Alaskan Natives, their shareholders. Benefits take many forms 
including dividend payments, scholarships, elder support, and cul- 
tural preservation, and there is no doubt, because I visited some 
of the villages, that the revenues from the 8(a) program have bene- 
fited the communities in Alaska. Appendix 10 in our April report 
contains a detailed description of the kinds of benefits that have 
been provided. 

Since 1986, when ANC firms were permitted to participate in the 
8(a) program. Congress has extended procurement advantages to 
those firms beyond those afforded to other 8(a) businesses. For ex- 
ample, ANC firms are permitted to receive non-competitive con- 
tracts without any limits, whereas other 8(a) businesses are subject 
to a competitive threshold of $3 million or $5 million if it is a man- 
ufacturing contract. ANCs can also own multiple firms participat- 
ing in the 8(a) program, and as Chairman Manzullo pointed out, 
there has been a significant growth in the number of firms doing 
that. 

While these advantages have been controversial, I want to be 
clear that GAO is not challenging them. Congress passed those pro- 
visions to allow the ANCs to provide economic development and 
benefits to their shareholders. 

However, our work shows that Federal agency contracting offi- 
cials need to do a better job of complying with certain requirements 
that are intended to preclude abuses of the 8(a) program. Specifi- 
cally, I am referring to the need for procuring agencies to inform 
SBA when work under an 8(a) contract is expanded or modified 
and to monitor the performance of the contract to ensure sub- 
contract limitations are not exceeded. Our work also shows that 
SBA needs to tailor its oversight to account for ANC’s unique sta- 
tus and growth in the program. 

For example, we believe SBA needs to track the business indus- 
tries in which ANC firms have 8(a) contracts to ensure that more 
than one firm of the same ANC is not generating the majority of 
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its revenue in the same industry. SBA regulations do not allow an 
ANC to have more than one firm operating in the same primary 
industry. 

We also believe SBA needs to more consistently determine 
whether other small businesses are losing contract opportunities 
and to collect better information about the 8(a) program. 

During our review, SBA officials recognized that ANC firms 
enter into more complex business relationships than other 8(a) 
companies and told us they faced a challenge in overseeing the in- 
creased activity. The officials agreed that improvements are needed 
in their oversight and said they are considering various actions in 
that regard. 

We have made several recommendations in our April report to 
both the procuring agencies and to SBA to improve oversight and 
ensure that firms are operating in the 8(a) program as it was in- 
tended. 

That concludes my statement. I will be glad to answer any ques- 
tions you might have. 

[The prepared statement of Mr. Cooper follows:] 
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What GAO Found 

While representing a small amount of total federal procurement spending, 
obligations for 8(a) contracts to ANC firms increased from $265 million in 
fiscal year 2000 to $1.1 billion in 2004. Over the 5-year period, agencies 
obligated $4.6 billion to ANC firms, of which $2.9 billion, or 63 percent, went 
through the 8(a) program. During this period, six federal agencies— the 
departments of Defense, Energy, the Interior, State, and Transportation 
and the National Aeronautics mid Space Administration — accounted for 
over 85 percent of 8(a) contracting activity. Obligations for 8(a) sole source 
contracts by these agencies to ANC firms increased frora about $180 million 
in fiscal year 2000 to about $876 million in fiscal year 2004. 

ANCs use the 8(a) program as one of many tools to generate revenue with 
the goal of providing benefits to their shareholders. Some ANCs are heavily 
reliant on the 8(a) program for revenues, while others approach the program 
as one of many revenue-generating opportunities. GAO found that some 
ANCs have increasingly made use of the congressionally authorized 
advantages afforded to them. One of the key practices is the creation of 
multiple 8(a) subsidiaries, sometimes in highly diversified lines of business. 
From fiscal year 1988 to 2005, ANC 8(a) subsidiaries increased from one 
subsidiary owned by one ANC to 154 subsidiaries owned by 49 ANCs. 

In general, acquisition officials at the agencies reviewed told GAO that the 
option of using ANC firms under the 8(a) program allows them to quickly, 
easily, and legally award contracts for any value. They also noted ihai these 
contracts help them meet small business goals, In reviewing selected large 
sole-source 8(a) contracts awarded to ANC firms, GAO found that 
contracting officials had not always complied with certain requirements, 
such as notifying SBA of contract modifications and monitoring the 
percentage of work that is subcontracted. 

SBA, which is primarily responsible for implementing the 8(a) program, has 
not tailored its policies and practices to account for ANCs’ unique status and 
growth in the 8^) program, even though SBA officials recognize that ANCs 
enter into more complex business relationships than otlier 8(a) participants. 
Areas where SBA’s oversiglit has fallen short include determining whether 
more than one subsidiary of the same ANC Is generating a m^ority of its 
revenue in the same primmy industry, consistently determining whether 
awards to 8(a) ANC firms have resulted in other small businesses losing 
contract opportunities, and ensuring that the partnerships between 8(a) ANC 
finns and large firms are functioning in the way they were intended. 


.United States Government Accountability Office 
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Mr. Chairmen and Members of the Committees: 

I am pleased to be here today to discuss our work on Alaska Native 
Corporation (ANC) 8(a) firms. In December 1971, Congress enacted the 
Alaska Native Claims Settlement Act to resolve long-standing aboriginal 
land claims and to foster economic development for Alaska Natives. This 
legislation created ANCs, which would become the vehicle for distributing 
land and monetary benefits to Alaska Natives in lieu of a reservation 
system. As of December 2005, there were 13 regional ANCs and 
182 village, urban, and group corporations. 

In 1986, legislation was enacted that allowed ANC-owned firms to 
participate in the Small Business Administration’s (SBA) 8(a) program — 
one of the federal government’s primary means for developing small 
businesses owned by socially and economically disadvantaged individuals. 
Since then, Congress has extended special procurement advantages to 
ANC firms. For example, ANC firms are permitted to receive 
noncompetitive contracts for any amount, whereas other 8(a) companies 
are subject to competitive thresholds of $3 million or $5 million for 
manufacturing contracts. ANCs can also own multiple subsidiaries 
participating in the 8(a) program, ^ unlike other 8(a) firms that may own 
only one and no more than 20 percent of another 8(a) firm. 

I want to make it clear up front that we are not challenging the policies or 
legislation that provided ANCs with their special advantages. Congress 
made the advant^es available, and it will be a congressional decision 
about what, if any, changes should be made. 

Our recent report on 8(a) ANC contracting identified (1) trends in 
contracting with ANC firms, (2) the reasons agencies have awarded 
8(a) sole-source contracts to ANC firms and the facts and circumstances 
behind some of these contracts, and (3) how ANCs are using the 
8(a) program. * We also evaluated SBA’s oversight of 8(a) ANC firms. 
Today I will discuss some of the information in our report and needed 
improvements in SBA’s oversight of ANC 8(a) contracting activity. 


‘Each 8(a) ANC finn must be in a different primary industry. 

^GAO, Ckmbact Management: Increased Use of Alaska Native Cotporations' fecial 8{aJ 
Provi^'ons Calls for Tailored Oversight, GAO-06-399, (Washir^ton, D.C.: Apr. 27, 2006). 
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ANC Trends in and 
Use of 8(a) 
Contracting 


To address the objective of our recent report, we obtained data on federal 
8(a) contracting with ANCs from the Federal Procurement Data System 
and agenda. We also analyzed 16 sole-source 8(a) contracts awarded to 
ANC firms from the departments of Defense, Energy, the Interior, State, 
Transportation, Homeland Security and National Aeronautics and Space 
Administration (NASA). We met with executives of 13 regional ANCs and 
17 village or urban corporations. Our April 2006 report, on which this 
testimony is based, was prepared in accordance with generally accepted 
government auditing standartte. 


While 8(a) ANC contracting represents a small amount of total federd. 
procurement spending — ^which totaled more than $341 billion in fiscal year 
2004 — dollars obligated for ANC firms’ contracts through the 8(a) program 
grew from $265 million in fiscal year 2000 to $1.1 billion in 2004. Overall, 
during the 5-year period, the government obligated $4.6 bUiion for ANC 
firms’ contracts, of which $2.9 billion, or 63 percent, went through the 8(a) 
program. 

During this period, six federal agencies — the departments of Defense, 
Energy, the Interior, State, and Transportation and the National 
Aeronautics and Space Administration — accounted for over 85 percent of 
8(a) ANC contracting activity. Obligations for 8(a) sole source contracts by 
these j^encies to ANC firms increased from about $180 million in fiscal year 
2000 to about $876 million in fiscal year 2004. 

ANCs use the 8(a) program as one of many tools to generate revenue with 
the goal of benefiting their shareholders. Some ANCs are heavily reliant on 
the 8(a) program for revenues, while others approach the program as one 
of many revenue-generating opportunities, such as investments in stocks 
or real estate. ANCs are using the congressionally authorized advantages 
afforded to them, such as ownership of multiple 8(a) subsidiaries®, 
sometimes in diversified lines of business. From fiscal year 1988 to 2005, 
numbers increased from one 8(a) subsidiary owned by one ANC to 154 
subsidiaries owned by 49 ANCs. Figure 1 shows the recent growth in 
ANCs’ 8(a) subsidiaries. 


® In this testimony, “ANC” refers to the parent corporation- Tbe term “ANC firm” denotes a 
business owned by an ANC. We use U»e term “ANC firm” and “subsidiaiy” interchangeabiy. 
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Figure 1: Number of ANC Parent Corporations and Subsidiaries Active in the 8(a) Program, 1988 to 2005 
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ANCs use their ability to own multiple businesses in the 8(a) program, as 
allowed by law, in different ways. For example, some ANCs 

• have created a second subsidiary to win follow-on work from a 
graduating subsidiary;^ 

• wholly own their 8(a) subsidiaries, whOe others invest in partially- 
owned subsidiaries; and 



^ There is a 9-year limit to participation in the 8(a) program; firms could graduate earlier if 
they outgrow the industry size standards. 
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• diveiBify their subsidiaries’ capabilities to increase opportunities to 
win government contracts in various industries. 


Contract Execution review of 16 large sole-source contracts awarded by 7 agencies found 

that agency officials view contracting with 8(a) ANC firms as a quick, easy, 
Issues and legal way to award contracts while at the same time helping their 

agencies meet small busine^ goals.® 

SBA delegates the contract execution function to federal agencies, 
although SBA remains primarily responsible for implementing the 8(a) 
program. We found that contracting officials had not ^ways complied with 
requirements to notify SBA when modifying contracts, such as increasing 
the scope of work or the dollar value, and to monitor the percentage of the 
work performed by 8(a) firms vemus their subcontractors. For example: 

* Federal regulation requires that when 8(a) firms subcontract under 
an 8(a) service contract, they incur at least 50 percent of the 
personnel costs with their own employees.® 'Uie purpose of this 
provision, which limits the amount of work that can be performed 
by the subcontractor, is to insure that small businesses do not pass 
along the benefits of their contracts to their subcontractors. For the 
16 files we reviewed, we found almost no evidence that the agencies 
are effectively monitoring compliance with this requirement. In 
general, the contracting officers we spoke with were confiised 
about whose responsibility it is. 

• Agencies are also required to notify SBA of all 8(a) contract awards, 
modifications, and exercised option.?. We found that not all 
contracting officers were doing so. In one case, the Department of 
Energy contracting officer had broadened the scope of a contract a 
year after award, adding 10 additional lines of business that almost 
tripled the value of the contract. These changes were not 
coordinated with SBA. 

Two reports w'e recently issued further illustrate the need for diligence on 
the part of contracting officers wlien considering 8(a) awards to ANC 
firms. One report addressed the Army’s three-phased approach for hiring 


*ANC finns in the 8(a) program are deemed by law or statute as socially and economically 
disadvantaged. Awards to these firms credited to agencies’ small business goals. 

®For general coi^truction, the 8(a) firm is required to incur at least 15 percent of the 
personnel costs. 
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contract security guards. In the first phase, the Army awarded 
noncompetitive 8(a) contracts to two ANC firms; these firms in turn 
subcontracted with large security guard companies.^ In the second phase, 
the Army obtained guards under foil and open competition, but turned 
again to the 8(a) noncompetitive contracts for the third phase, despite 
knowing that it was payii^ about 25 percent more for these contracts than 
for the competitively awarded ones. The total value of the contracts with 
the ANC firms is almost $495 million, accounting for about two-thirds of 
the Army’s total procurement activity for security guards. 

In response to a tip we received on our fraud hotline about potentially 
inflated prices for temporary Mississippi school classrooms after 
Hurricane Katrina, w'e looked into the facts and circiunstances of the 
contract award.® We found that the Army Corps of Engineers (the Corps), 
faced with a compressed time frame for acquiring classrooms and no prior 
knowledge about the acquisition, had turned to an 8(a) ANC firm. The 
Corps accepted the firm’s proposed price of $39.5 million, even though it 
had information that the cost for the classrooms was significantly less 
than what the firm w'as charging. 


T Ovprsi^ht SBA has not taOored its policies and practices to account for ANCs’ unique 

Dr>x\ ijctc D V-/ 5 status and growth in the 8(a) program, even though officials recognize that 

of ANC Activity ANC firms enter into more complex business relationships than oUier 8(a) 

participants. SBA officials told us that they have faced a challenge in 
overseeing the activity of the 8(a) ANC firms because ANCs’ charter under 
the Alaska Native Claims Settlement Act is not always consistent witli the 
business development intent of the 8(a) program. The officials noted that 
the goal of ANCs— economic development for Alaska Natives from a 
community standpoint— can be in conflict with the primary purpose of the 
8(a) program, which is business development for individual small, 
disadv^taged businesses. 

SBA’s oversight has fallen short in that it does not: 


’GAO, Contract Security Guards: Arnty's Guard Program Requires Greater Oversight and 
Reassessment of Acquisition Approach, GAO-06-284, (Washington, D.C.; Apr. 3, 2006). 

®GAO, Hurricane Katrina: Army Corps of Engineers Contract forMi^'ssippi Classrooms, 
GA04)6-154,(Washington, D.C.: May 1, 2006). 
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• track the business industries in which ANC subsidiaries have 8(a) 
contracts to «isure that more than one subsidiary of the same ANC 
is not generating the m^ority of its revenue under the same primary 
industry codej 

• consist^tiy determine whetiier other small businesses are losing 
contracting opportunities when large sole-source contracts m’e 
awarded to 8(a) ANC firms; 

• adhere to a statutory and regulatory requirement to ascertain 
whether 8(a) ANC firms, when entering the 8(a) program or for 
each contract award, have, or are likely to obtain, a substantial 
unfair competitive advantage within an industry; ® 

• ensure that partnerships between 8(a) ANC firms and large 
firms are functioning in the way they were intended under the 
8(a) program; and 

• maintain information on ANC 8(a) activity. 

SBA officials from the Alaska district office reported to headquarters 
in the most recent quality service review that the makeup of their 
8(a) portfolio is challenging and requires more contracting knowledge and 
business savvy than usual because the m^ority of the firms they oversee 
are owned by ANCs and tribal entities. The officials commented that these 
firms tend to pursue complex business relationships and tend to be 
awarded large and often complex contracts. We found that the district 
office officials were having difficulty managing their large volume and the 
unique type of work in their 8(a) portfolio. When we began our review, 

SBA headquarters officials responsible for overseeing the 8(a) program did 
not seem aware of the growth in the ANC 8(a) portfolio and had not taken 
steps to address the increased volume of work in their Alaska office. 


Conclusion and ANCs are increasingly using the contracting advantages Congress has 

provided them. Our work shows that procuring agencies’ contracting 
Recommendations officers are in need of guidance on how to use these flexible contracting 

methods while exercising diligence to ensure that taxpayer dollars are 
spent effectively. Equally important, significant improvements are needed 
in SBA’s oversight of the program. Without stronger oversight, there is the 
potential for abuse and unintended consequences. 


This requirement is set forth in the Small Business Act (15 U.S.C. § 636(j)(10)(J)(ii)(lI)). 
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We made recommendations to SBA on actions that can be taken in 
revising its regulations and policies as well as ways to improve practices 
pertaining to its oversight of ANC 8(a) procurerrients. We also 
recommended that procuring agencies provide guidance to contracting 
ofBceis to ensure proper oversight of ANC contracts. The procuring 
agencies generally agreed with the recommendation. SBA took issue with 
some aspects of the report and disagreed with several of our 
recommendations. We believe implementation of our recommendations 
would provide better oversight of ANC 8(a) activity and provide 
information that would allow decision makers to know whether the 
program is operating as intended. 

This concludes my testimony. I would be happy to answer any questions 
you may have. 


Contacts and Staff 
Acknowledgements 


For further information regarding this testimony, please contact David E. 
Cooper at (202) 512-4841 or cooperd@gao.gov. Contact points for our 
Offices of Congressional Relations and Public Affairs may be foimd on the 
last page of this statement. Key contributors were Michele Mackin, Sylvia 
Schatz, and Tatiana Winger. 

This is a work of the U.S. government and is not subject to copyright 
protection in the United States. It may be reproduced and distributed in its 
entirety without further permission from GAO. However, because this 
work may contain copyrighted images or other material, permission from 
the copyright holder may be necessary if you wish to reproduce this 
material separ^ely. 


Page 7 


GAO-06-874T Alaska Native Corporadoas 




145 



GAO’s Mission 

The Government Accountability Office, the audit, evaluation and 
investigative aim o£ Congress, exists to support Congress in meeting its 
constitutional r^onsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
account^ility, integrity, mid reliability. 

Obtaining Copies of 
GAO Reports and 
Testimony 

The fastest and easiest way to obtain copies of GAO documents at no cost 
is through GAO’s Web site (www.gao.gov). Each weekday, GAO posts 
newly released reports, testimony, and correspondence on its Web site. To 
have GAO e-mail you a list of newly posted products every afternoon, go 
to www.gao.gov and select “Subscribe to Updates.” 

Order by Mail or Phone 

The first copy of each printed report is free. Additional copies are $2 each. 

A check or money order should be made out to the Superintendent of 
Documents. GAO £dso accepts VISA and Mastercard. Orders for 100 or 
more copies mailed to a single address are discounted 25 percent. Orders 
should be sent to: 

U.S. Government Accountability Office 

441 G Street NW, Room LM 

Washington, D.C. 20548 

To order by Phone: Voice: (202) 512-6000 

TDD: (202) 512-2537 

Fax: (202) 512-6061 ^ 

To Report Fraud, 
Waste, and Abuse in 
Federal Programs 

Contact: 

Web site: www.gao.gov/fraudneti'fraudnet.htm 

E-mail: fraudnet@gao.gov 

Automated answering system: (800) 424*5454 or (202) 512-7470 

Congressional 

Relations 

Gloria Janmon, Man^ng Director, JarmonG@gao.gov (202) 612-4400 

U.S. Government Accountability Office, 441 G Street NW, Room 7125 
Washington, D.C. 20548 

Public Affairs 

Paul Anderson, Managing Director, AndersonPl@gao.gov (202) 512-4800 

U.S. Government Accountability Office, 441 G Street NW, Room 7149 
- Washington, D.C. 20548 




PRINTED ON 


RECYCLED PAPER 



146 


Chairman Tom Davis. Thank you very much. 
Mr. Ramos. 


STATEMENT OF FRANK RAMOS 

Mr. Ramos. Chairman Davis, Ms. Velazquez, Chairman Man- 
zullo, Mr. Waxman, and distinguished members of both commit- 
tees, it is an honor to speak before you about the Department of 
Defense’s interactions with Alaska Native Corporations [ANCs]. 

ANCs are a part of a talented pool of entrepreneurs and business 
people and, by law, are considered part of the small business com- 
munity. The important contributions made by small businesses 
have firmly established them as an integral part of the Department 
of Defense warfighting mission and the American economy. The 
Department of Defense is committed to providing our men and 
women in uniform with the best technology, products, and services 
that are available to us. The Department looks to dependable small 
businesses, including ANC-owned firms participating in the Small 
Business Administration’s 8(a) business development program, as 
suppliers of the innovation needed to deliver technology into the 
hands of the warfighters. 

Congress has enacted legislation over the years enabling the De- 
partment to offer greater procurement opportunities to small busi- 
ness, and I thank you for this. 

Through the authority you have granted and the guidance you 
have provided, we have been able to successfully leverage the capa- 
bilities of small business in a number of technological areas such 
as composite materials, modeling and simulation, unmanned aerial 
vehicles, and robotics. This has served to strengthen the defense in- 
dustrial base. 

I am also pleased to note that the small business program has 
a record-breaking performance for fiscal year 2005. The informa- 
tion just released today from the Department of Defense prime con- 
tracted awards was recorded at 24.5 which is a historical record. 
Our prime contracting dollars is $52.9 billion, and this is informa- 
tion as released by the SBA and 0MB, and I checked with 0MB 
before I released this information. 

Now, let me focus on the areas of interest relative to 8(a) ANC 
firms participating in the SBA 8(a) program. There are three key 
pieces of legislation that set forth parameters for doing business 
with the 8(a) ANCs by the Federal Government including DOD. 
They are the Small Business Act, the Alaskan Native Claim Settle- 
ment Act, and the Business Opportunity Development Reform Act. 
I will not go into the details of each of the acts as they have been 
clearly addressed by GAO in your letter of invitation. 

However, I would like to reference the basis of that statute that 
permits all Federal agencies, including DOD, to transact business 
with Native Americans, specifically ANCs, and that is Section 602 
of the Business Opportunity Development Act, which states that 
“These dollar thresholds shall not apply to programs participants 
that are owned and controlled by economically disadvantaged In- 
dian tribes.” 

The Business Opportunity Reform Act of 1988 limits sole-source 
authority for traditional 8(a) program participants to $5 million for 
manufacturing, $3 million for other goods and services. The act 
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permits concerns that are owned by either tribes or Alaska Native 
Corporations to receive 8(a) sole-source contracts beyond those dol- 
lar thresholds. 

I would like clarify why I did not answer the questions in the let- 
ter of invitation. I viewed, in general, that the questions posed are 
best responded to by those Federal agencies that may such pro- 
gram assessments for the Federal Government. However, if you 
have specific questions pertaining to the Department of Defense, I 
will be glad, I will be happy to answer those questions. 

I view my role as a chief small business advocate for the Sec- 
retary of Defense is to ensure that our Department’s acquisitions 
system affords every small business seeking DOD contracts every 
privilege that they are entitled to under the law as passed by Con- 
gress. I believe that the Department of Defense has diligently at- 
tempted to meet that requirement to the best of our ability. 

I look forward to your questions. Thank you. 

[The prepared statement of Mr. Ramos follows:] 
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Chairman Davis and Chairman Manzullo and distinguished Members of both Committees. 

It is an honor to speak before you about Department of Defense (DoD) 
interactions with Alaska Native Corporations (ANCs). ANCs are a part of a talented pool 
of entrepreneurs and business people and by law are considered part of the small business 
community. The important contributions made by small business have firmly established 
them as an integral part of DoD’s warfighting mission and the American economy. 

The Department of Defense is committed to providing our men and women in 
uniform with the best technology, products and services available. The Department looks 
to dependable small businesses, including ANC-owned firms participating in the Small 
Business Administration’s (SB A) 8(a) Business Development Program, as suppliers of 
the innovation needed to deliver technology into the hands of our warfighters. 

Congress has enacted legislation over the years enabling the Department to offer 
greater procurement opportunities for small business. I thank you for this. 

Through the authority you have granted and the guidance you have provided, we 
have been able to leverage the capabilities of small business in a number of technological 
areas such as composite materials, modeling and simulation, unmanned aerial vehicles, 
and robotics. This has served to strengthen the defense industrial base. I am also pleased 
to note that the DoD small business program has had a record-breaking performance for 
Fiscal Year 2005. In Fiscal Year 2005, 24.445% of DoD’s awards or $52. 9B were made 
to small business. 
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Legislative Influences on DoD’s Administration of 8(a) ANC Awards 
Now let me address your specific area of interest relative to 8(a) ANC firms 
participating in the Small Business Administration’s (SBA) 8(a) Business Development 
Program. 

The following three key pieces of legislation set forth the parameters for doing 
business with 8(a) ANCs: 

• The Small Business Act 

• The Alaska Native Claims Settlement Act 

• The Business Opportunity Development Reform Act 
I will address each of these individually. 

The Small Business Act 

Section 8(a) of the Small Business Act, enacted in 1968, created the 8(a) Program. 
This program is a resource used by DoD and other Federal Agencies to assist in 
developing small businesses that are owned by socially and economically 
. disadvantaged individuals. The goal of the 8(a) Program is to help eligible small 
disadvantaged firms become independently competitive in the American economy 
through business development. 

The Alaska Native Claims Settlement Act 

In 1 97 1 , Congress enacted the Alaska Native Claims Settlement Act to resolve 
long-standing aboriginal land claims and to foster economic growth for Alaska 
Natives. This legislation created Alaska Native Corporations, which became the 
means for distributing land and monetary compensation to Alaska Natives in lieu 
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of a reservation system. As of December 2005, there are 13 regional corporations 
and 182 village, urban, and group corporations. 

The Business Opportunity Development Reform Act 

Section 303 of the Business Opportunity Development Reform Act of 1988 

amended the Small Business Act as follows: 

“A contract opportunity offered for award pursuant to this subsection shall be 
awarded on the basis of competition restricted to eligible program participants if. . . 

(I) there is a reasonable expectation that at least two eligible Program 
participants will submit offers and that award can be made at a fair market 
price, and 

(II) the anticipated award price of the contract (including options) will exceed 
$5,000,000 in the case of a contract opportunity assigned a standard 
industrial classification code for manufacturing and $3,000,000 (including 
options) in the case of all other contract opportunities. . . ” 

Section 602 of the Business Opportunity Development Act states these dollar 
thresholds “...shall not apply to Program participants that are owned and 
controlled by economically disadvantaged Indian tribes...” 


In other words, the Business Opportunity Development Reform Act of 1988 limits 
sole source authority for traditional 8(a) Program participants to $5M for manufacturing 
and to S3M for other good and services. Importantly, for the purposes of this hearing, the 
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Act permits concerns that are owned by either tribes of Alaskan Native Corporations to 
receive 8(a) sole source contracts beyond these dollar thresholds. 

Conclusion 

I recognize that Congress has an interest in the legal privileges available to and the 
part they play in the DoD small business program. I have described the special 
procurement advantages that Congress has extended to 8(a) ANCs. These legislative 
advantages are part of the mosaic of opportunities afforded to various disadvantaged 
suppliers seeking Government contracts. My office’s mission is to ensure that our 
Department’s acquisition system affords every small business seeking DoD contracts 
every privilege they are entitled to under the law. 

I look forward to your questions. 
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Chairman Tom Davis. Thank you. 

Ms. Stith. 

STATEMENT OF MELODEE STITH 

Ms. Stith. Messrs. Chairmen, thank you for providing me with 
the opportunity to present the views of the Department of the Inte- 
rior on the award of contracts by Federal agencies to Alaska Native 
Corporations participating in the Small Business Administration 
8(a) program. 

In December 1971, Congress enacted the Alaskan Native Claims 
Settlement Act to resolve land claims and to foster economic devel- 
opment for Alaskan Natives. The statute created Alaska Native 
Corporations as a means for distributing land and monetary bene- 
fits to Alaskan Natives in lieu of a reservation system. Since 1986, 
ANCs have been permitted to participate in the SB As 8(a) pro- 
gram, a pro^am developed to foster the growth and development 
of small businesses owned by socially and economically disadvan- 
taged individuals. 

By law and regulation, certain limitations that apply to other 
8(a)-certified small businesses are not applicable to ANCs. In one 
example, for most 8(a) firms, sole-source awards are limited to $5 
million for manufacturing and to $3 million for other goods and 
services. Acquisition requirements above these thresholds must be 
competed among eligible 8(a)-certified small businesses. However, 
Section 124.506(b) of Title 13 of the Code of Federal Regulations 
provides an exemption from the sole-source threshold limitation 
that a procurement be competed before it is awarded on a sole- 
source basis for tribally owned concerns including ANCs. 

Have ANCs been successful in attracting Federal contract 
awards under the 8(a) program? The answer appears to be a strong 
affirmative. According to the Government Accountability Office’s 
April 2006 report, “Contract Management Increased Use of Alaska 
Native Corporations’ Special 8(a) Provisions Call for Tailored Over- 
sight,” 8(a) obligations to firms owned by ANCs increased from 
$265 million to $1.1 billion in 2004. 

The Department of the Interior has a significant presence in 
Alaska and considerable interaction with the Alaska Native people. 
From the standpoint of our responsibilities to Alaskan Natives, we 
definitely have an interest in providing continuing economic oppor- 
tunities through Federal contracts. 

The GAO identified the need for the Federal contracting commu- 
nity to better understand the nature of ANCs and to mitigate any 
risk of their misuse under the program. 

We concurred with the draft and final GAO report’s rec- 
ommendation made to the Departments of Defense, Energy, Home- 
land Security, the Interior, State, and Transportation, and the Na- 
tional Aeronautics and Space Administration to work with SBA to 
develop guidance to agency contracting officers on how to comply 
with the requirements of 8(a) programs such as limitations on sub- 
contracting and notifying SBA of contract modifications, particu- 
larly when contracting with 8(a) ANC firms. In fact, we proposed 
that an interagency work group be established and headed by SBA 
to develop this important and much needed guidance for our con- 
tracting and small and disadvantaged business utilization and de- 
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velopment communities. We look forward to partnering with our 
colleagues in developing the guidance. 

Messrs. Chairmen, this concludes my prepared remarks. I will be 
happy to answer any questions you or other members of the com- 
mittees might have. 

[The prepared statement of Ms. Stith follows:] 
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STATEMENT OF E. MELODEE STITH, ASSOCIATE DIRECTOR, ACQUISITION 
AND FINANCIAL ASSISTANCE, OFFICE OF ACQUISITION AND PROPERTY 
MANAGEMENT, U.S. DEPARTMENT OF THE INTERIOR, BEFORE A JOINT 
HEARING OF THE COMMITTEE ON GOVERNMENT REFORT AND THE 
COMMITTEE ON SMALL BUSINESS ON THE AWARD OF CONTRACTS TO 
ALASKA NATIVE CORPORATIONS (ANCs) PARTICIPATING IN THE SMALL 
BUSINESS ADMINISTRATION’S 8(a) PROGRAM BY FEDERAL AGENCIES. 

JUNE 21, 2006 


Messrs. Chairman, thank you for providing me with the opportunity to present the views of the 
Department of the Interior on the award of contracts by Federal agencies to Alaska Native 
Corporations (ANCs) participating in the Small Business Administration’s (SBA) 8(a) Program. 


In December 1971, Congress enacted the Alaska Native Claims Settlement Act to resolve land 
claims and to foster economic development for Alaska Natives. The statute created Alaska 
Native Corporations as a means for distributing land and monetary benefits to Alaska Natives in 
lieu of a reservation system. Since 1986, ANCs have been permitted to participate in the SBA’s 
8(a) program; a program developed to foster the growth and development of small businesses 
owned by socially and economically disadvantaged individuals. 

By law and regulation, certain limitations that apply to other 8(a) certified small businesses, are 
not applicable to ANCs. In one example, for most 8(a) firms, sole-source awards are limited to 
$5 million for manufacturing and to $3 million for other goods and services. Acquisition 
requirements above these thresholds must be competed among eligible 8(a) certified small 
businesses. However, section 124.506(b) of Title 13 of the Code of Federal Regulations (13 
CFR 125.506(b)) provides that an exemption from the sole-source threshold limitation that a 
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procurement be competed before it is awarded on a sole source basis for tribally-owned 
concerns, including ANCs. 

Have ANCs been successful in attracting Federal contract awards under the 8(a) Program? The 
answer appears to be a strong affirmative. According to the Government Accountability Office’s 
(GAO) April 2006 report, “Contract Management- Increased Use of Alaska Native Corporations’ 
Special 8(a) Provisions Call for Tailored Oversight,” “8(a) obligations to firms owned by ANCs 
increased from $265 million in fiscal year 2000 to $ 1 . 1 billion in 2004.” 

The U.S. Department of the Interior has a significant presence in Alaska and considerable 
interaction with the Alaska Native people. From the standpoint of our responsibilities to 
Alaskan Natives we definitely have an interest in providing continuing economic opportunities 
through federal contracts. 

The GAO identified the need for the Federal contracting community to better understand the 
nature of ANCs and mitigate any risk of their misuse under the 8(a) program. 

We concurred with the draft and final GAO reports’ recommendation made to the Departments 
of Defense, Energy, Homeland Security, the Interior, State, and Transportation, and the National 
Aeronautics and Space Administration, to work with the SBA to “develop guidance to agency 
contracting officers on how to comply with requirements of the 8(a) program such as limitations 
on subcontracting and notifying SBA of contract modifications, particularly when contracting 
with 8(a) ANC firms.” In fact, we proposed that an inter-agency work group be established and 
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headed by the SBA to develop this important and much needed guidance for our contracting and 
Small and Disadvantaged Business Utilization and Development communities. We look forward 
to partnering with our colleagues in developing the guidance. 


Messrs. Chairman, this concludes my prepared remarks. I will be happy to answer any questions 
you or other members of the committees might have. 
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Chairman Tom Davis. Thank you all. 

Let me start, Mr. Ramos and Ms. Stith, with you. When the De- 
partment enters into sole-source negotiations with an ANC, how 
does it determine if the Government is getting a fair and reason- 
able price? 

Mr. Ramos. You are asking about the Department of Defense, 
right? 

Chairman Tom Davis. I am. 

Mr. Ramos. One thing about the sole-source at the Department 
of Defense, there is a lot more scrutiny than people realize. First 
of all, the contracting officer, given the circumstance and environ- 
ment that they make decisions on, has to negotiate a reasonable 
price with the firm. What is unknown to most people is that the 
defense contracting agency may scrutinize that contract, so it has 
more scrutiny in terms of a sole-source as compared to a competi- 
tive contract. From our view with respect to the GAO report, and 
we worked very closely 

Chairman Tom Davis. DCAA gets a lot of that on the back end. 

Mr. Ramos. Pardon me? 

Chairman Tom Davis. DCAA gets a lot of that on the back end. 
Do they do it on the front end as well? 

Mr. Ramos. Yes, it can be done at the front end. Now that is a 
part of the oversight that the Department of Defense has up front. 
There is always that opportunity for them to come back at the back 
end. 

My point with respect to the Government Accountability Office 
report, we didn’t see or hear of any specific major concern outside 
of doing things to inform our people how to manage those contracts 
a little better. 

Chairman Tom Davis. Nobody is saying anybody has broken the 
law or anything. What we are looking at here is everybody has ap- 
plied the law as it reads. 

The (^estion is for other 8(a)s, they have a threshold of $3 mil- 
lion or $5 million for sole-source. Everything else is competed. For 
ANCs, there is no such ceiling. So you have a lot of large contracts 
going out for which they get 8(a) credit, but it is not being com- 
peted and sometimes when you are competing against another com- 
pany, prices come down. When you are competing against a Gov- 
ernment negotiator, they are not likely to. Is there something 
wrong with my reasoning there as someone who sits there in DOD? 

Mr. Ramos. Here again, I think you have to look at the cir- 
cumstance and the environment that contracting officer is making 
that decision. 

Chairman Tom Davis. Isn’t it a fact that if you do an ANC, you 
get good 8(a) credit, your numbers go up, everything looks great, 
and it is a lot easier to negotiate one no-bid sole-source contract 
with an ANC than it is going out and maybe finding 10 that you 
have to compete with other 8(a) companies to get the same amount, 
just to put it bluntly? 

Mr. Ramos. I would say that we probably get the best value in 
any case. We are doing a lot of hypotheticals here. Congressman. 

Let me make a point here, if I may. We are focusing on ANCs, 
but the Native American tribes also have the same opportunity, 
and they are getting more contracts in the Department of Defense 
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than ANCs. So, in answer to your question, there is a form of com- 
petition on best price when that contract officer deals with that. 

Chairman Tom Davis. I know there is. I am just saying don’t you 
get more when you are out there competing and asking two or 
three or four companies to come in instead of just one? 

Mr. Ramos. That is a subjective question. 

Chairman Tom Davis. It is a subjective question. You are sitting 
there, and I am asking you from your experience. Doesn’t that 
make sense to you? 

Mr. Ramos. I am saying that 

Chairman Tom Davis. You are trying hard not to offend any- 
body. 

Mr. Ramos. No. I am saying, I am saying that it all depends on 
that set of circumstances. Most of the time, we get a fair value, and 
I think 

Chairman Tom Davis. Could you get a fairer value if it were 
competed? Could you get a better price, do you think, if you were 
competing, if you had three companies up there instead of one? 

Mr. Ramos. My sense is that it would be an almost close price 
depending on circumstances. Congressman. 

Chairman Tom Davis. OK. Ms. Stith, what about you? How do 
you feel on that? Do you have any comments? 

Mr. SuTFiN. Mr. Chairman Davis, I would be happy to respond 
on the part of the Interior Department. Generally, a contracting of- 
ficer relies on technical experts to advise on matters of the prod- 
ucts and services that are being bought. So you have experts that 
can give you advice on whether or not you are making good deci- 
sions. Also 

Chairman Tom Davis. Mr. Sutfin, I was a general counsel to a 
billion dollar defense contractor. I have seen how the system works. 

What I am asking is a very simple question. If you are a Govern- 
ment negotiator, and you are trying to get your 8(a) numbers up, 
it is a lot easier to go out if you could do a sole-source with a large 
company than it is having to do maybe 10 competitive contracts 
with smaller companies. I guess my question ultimately is: Don’t 
you think, as a general proposition, that if you have more competi- 
tion, you are likely to drive price down than if you are negotiating 
sole-source? 

Mr. Sutfin. I think if price, low price is the ultimate objective, 
you are right. Most nowadays are under a best value. 

Chairman Tom Davis. Even better value, even better value be- 
cause price is a component of value. If you have three people com- 
peting or four companies competing versus one, aren’t you more 
likely to have people come down on price? 

Mr. Sutfin. I think that is a fair statement. 

Chairman Tom Davis. OK, thank you. I am glad. I feel better 
about the Interior Department than I do about DOD on this. My 
time is up. 

Mr. Manzullo. 

Chairman Manzullo. I guess I have more of a comment than a 
question, especially with regard to DOD. I spend most of my time 
in this place, working on manufacturing issues, and I find it just 
absolutely ironic that DOD does everything possible to buy stuff 
from China, to eviscerate the Barry amendment, to enter into 
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memorandums of agreement that essentially nullify our defense in- 
dustrial base, all on the use of the words, best value. Every time 
I hear those words, best value, from DOD, it is almost like that 
song: There goes another American job. 

The question here is I think there is laziness going on at DOD. 
When you take a look at the article that appeared in the Washing- 
ton Post on Thursday, November 25th, we have these bureaucrats 
in agencies all across the Government that are being enticed by 
ANCs because there is no required cross comparison, the sole- 
source awards cannot be protested, and the ANCs come in and say, 
hey, we are going to make this real easy for you. Then no one is 
talking about best value. 

I mean, surely, Mr. Ramos, in the discussions we have had for 
numerous years, every time one of my companies gets unfairly 
treated by DOD giving a Government contract overseas and there- 
by helping to eviscerate the defense industrial base, someone yells, 
best value. I don’t even hear that term being used here. Why not? 

How can you say that when these sole-source agreements or sole- 
source contracts are given, and the rules specifically say no re- 
quired cross comparison? How could you possibly know that you 
are getting the best value? 

Mr. Ramos. I think that the best value is the objective that the 
contracting officer, I am trying to allude to the circumstance here. 
There may be circumstances where the decision of that contracting 
officer may be where the best value is not the outcome because of 
the circumstances you are drawing it in. 

Chairman Manzullo. No one has ever given me that answer in 
14 years of trying to get business to the dwindling industrial base 
that I have in my District. No one has ever said that, that there 
is something besides price. Now the first time I hear that is in de- 
fense of what ANC is doing. 

Mr. Ramos. Congressman, I think it is in the GAO report, and 
it has to do with the decision made during the startup of the Iraqi 
War where they had to get the fuel and the water. That was an 
example of a decision that was made to support the warfighter at 
that time. 

Chairman Manzullo. I am not talking about those exigent cir- 
cumstances. I am just saying, for example, do you know how many 
contracts DOD has with ANCs? 

Mr. Ramos. I can get it to you in a minute. 

Chairman Manzullo. Ms. Stith, have you seen the advertising 
proposals from ANCs? For example, the one that appeared in this 
Washington Post article says: Fast, efficient, streamlined acquisi- 
tions where ANCs will come to a contracting officers and say, let 
me make your job a lot easier for you. There are no contract ceil- 
ings, no required cost comparisons. Sole-source awards cannot be 
protested, even if it costs more. 

There is something wrong with that, isn’t there? 

Mr. Ramos, do you have the answer there? 

Mr. Ramos. No, I don’t have the answer. I have the dollars for 
the contracts for the ANCs. 

Chairman Manzullo. Give us what you have. 

Mr. Ramos. The set aside dollars for the ANCs is $1.1 billion, 
and we ran the DOD’s numbers from GAO to come up with this 
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for 2005. This is what I was trying to allude to Congressman Davis 
earlier. As a comparison, we had — these are setaside dollars — Na- 
tive Americans is $1.7 billion; Hispanics, $1.4; African-American, 
$1.2; and then the fourth location we would have is the ANCs at 
$1.1. So, from the DOD perspective, it appears from the data, that 
there is a balance in terms of the contracting dollars to these dif- 
ferent competing entities. 

So, if the concern of Congress is for the Department of Defense 
to level the playing field, the legislation has to change that, so that 
all these different entities that are competing against one another 
have the same opportunity to compete on that level playing field 
because they are disparate. 

Chairman Manzullo. Thank you. 

Chairman Tom Davis. Mr. Waxman is going to have questions. 
I just would add, at the end of the day, I think what we want to 
do is get competition with all these different entities and make 
sure everybody gets the same piece. I think we are comparing ap- 
ples to oranges. 

Mr. Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. 

I just insist that full and open competition is the gold standard 
in Federal contracting or should be. One reason why competition 
is so important is that it disciplines costs. It is much easier for the 
Government to get a reasonable price for goods or services if mul- 
tiple companies submit competing bids. I think that is obvious. I 
would dispute anybody who would say if they are trying to contract 
out for some work on their home, they will have one contractor 
only and just pay that contractor whatever he asks for. You want 
to see what the competition is going to charge. 

When the Government awards large no-bid contracts to Alaska 
Native Corporations, it leaves the taxpayers vulnerable to inflated 
costs. Congressman Young testified that GAO hasn’t found that no 
big contracts for ANCs are a bad deal for taxpayers. That is not 
my understanding of the GAO report. 

Mr. Cooper, I would like to ask you about this issue. In the after- 
math of Hurricane Katrina, an ANC named Akima received a con- 
tract to supply portable classrooms in Mississippi. When GAO as- 
sessed the reasonable of Akima’s prices, what did it find? 

Mr. Cooper. We found those prices were inflated. 

Mr. Waxman. In fact, those prices 

Mr. Cooper. Mr. Waxman, can I just clarify? I think what Con- 
gressman Young was talking about is the report that we did at the 
request of the committees. What you are talking about with the 
classrooms for Mississippi, that was a separate report. So I just 
want to clarify that. 

Mr. Waxman. Well, they are still part of the same issue because 
the ANCs get a contract. The Corps accepted Akima’s proposed 
price of $39.5 million, although it had information that the cost of 
the classrooms was significantly less than what Akima was 
changed. I am reading now from the GAO report. It may have been 
a GAO report, but it is still the same thing. The prices for similar 
units from GSA’s scheduled contracts would have been a lot lower. 

Now, GAO also examined the Army’s use of ANCs to provide se- 
curity guards at Army facilities in the United States. In this case. 
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the two ANCs that received no-bid contracts actually lost a subse- 
quent Army competition for security guard services. Nevertheless, 
the Army continued to give the ANCs additional work. 

Mr. Cooper, could the Army have saved money by awarding the 
work to the companies that actually won the competition? 

Mr. Cooper. Let me explain what we found in that report. The 
Army had a three-phase acquisition strategy. The first phase was 
to 

Mr. Waxman. Just answer my question because I have a limited 
time. Could they have saved money? 

Mr. Cooper. Yes, we believe they could have, and we rec- 
ommended that they take action to compete those, the third phase. 

Mr. Waxman. How much money are we talking about? 

Mr. Cooper. Well, the Army did a study, and when they com- 
peted the contracts for guard services, they paid 27 percent less 
than what they did when they didn’t use competition. 

Mr. Waxman. On the classrooms, the prices were double what 
they should have been, isn’t that right? 

Mr. Cooper. They were really too high. 

Mr. Waxman. I would like to look at an example from GAO’s 
most recent report on ANCs. In 2002, the State Department was 
looking for a contractor to renovate U.S. Government office build- 
ings in Sao Paulo, Brazil. According to documents the committee 
obtained from the State Department, the Department developed an 
independent price estimate of $46.8 million for the work. In Janu- 
ary 2002, Alutiiq and ANC formed a joint venture with Fluor, a 
large non-Native contractor. Rather than conduct a competition, a 
request for proposals was sent to just one contractor in March 
2002, the Alutiiq-Fluor joint venture. Two months later in May 
2002, the joint venture submitted a price proposal of $81.8 million. 
This was $35 million higher than the Government’s estimate. The 
agency rightly noted that there was a great disparity and that the 
proposal was significantly high. 

Mr. Cooper, does that match what GAO found, an initial pro- 
posed price that was almost double the Government’s cost esti- 
mate? 

Mr. Cooper. In that case, yes, but the State Department con- 
tracting officer actually did his job in that case because they got 
subsequent proposals and negotiated a much lower price before 
awarding the contract. 

Mr. Waxman. Well, they had a second proposal that was received 
in June 2002, that was still too high. In fact, the Department con- 
sidered seeking competitive bids at that time, but it didn’t shift to 
competition. Instead, in July, the Department accepted the contrac- 
tor’s bottom line offer of $54.5 million even though this was $20 
million above the Government’s original cost estimate and millions 
higher than its revised estimates. 

In other words, it took the State Department 4 months to award 
a no-bid contract to this ANC joint venture for an amount that was 
substantially higher than its own cost estimate. Do you think that 
was a good deal for the taxpayers, Mr. Cooper? 

Mr. Cooper. The ultimate deal turned out to be only $2 million 
different than the State Department’s revised estimate. So it 
wasn’t that bad of a deal. 
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Mr. Waxman. So it wasn’t that bad of a deal. 

Mr. Cooper. Right. 

Mr. Waxman. OK. If it was going to take 4 months to award a 
no-bid contract, why didn’t the State Department hold a competi- 
tion? Wouldn’t open competition produce even a better buy? 

Mr. Cooper. They probably, they realize now that they probably 
should have gone competitive to start with, yes. 

Mr. Waxman. I know my time is up. The obvious point of all of 
this is if you don’t have competition, the taxpayers pay more 
money, and the ANCs are often being used to circumvent the op- 
portunity for real competition. Thank you. 

Mr. Cooper. Can I respond to that? I agree with you fully. Com- 
petition is the gold standard for Federal contracting, and when you 
don’t have competition, you better have the safeguards in place to 
make sure you are not paying too much. Going back to what Chair- 
man Manzullo said, sometimes contracting officials, I don’t know 
that they are lazy, but they are certainly not doing the job that 
they should be doing for whatever reasons. 

I think if you look at Federal procurement in general today, we 
have work force problems. The work force is being asked to do 
things that they either don’t think they have time to do or they 
don’t think is necessary to do, and when they don’t do those kind 
of things, like some of the things we identified in our report, you 
put yourself at risk. 

Mr. Waxman. You put the taxpayers at risk. 

Mr. Cooper. That is what I mean. You put the taxpayers at risk, 
no question. 

Chairman Tom Davis. A couple of up-front dollars in training 
and giving that to people would probably save you a lot of money 
downstream. 

Mr. Waxman. I would agree, yes. 

Chairman Tom Davis. This is the last question. 

Mr. Waxman. Can I just ask a followup? 

Chairman Tom Davis. Yes. 

Mr. Waxman. So, up-front training for the procurement officers, 
but you don’t want to contract private companies to do that job, 
would you? 

Mr. Cooper. No, I don’t. I don’t. I want the Government people 
to do it. 

Mr. Waxman. You want the best value. [Laughter.] 

Chairman Tom Davis. Thank you. 

Ms. Velazquez. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Mr. Jenkins, of the agencies involved in this report, six of them 
agreed with the Government Accountability Office’s recommenda- 
tions. SBA appears to be the only one that has taken issue with 
the report. On a similar proof of ANCs and security guard con- 
tracts, the Department of Defense agreed with all seven rec- 
ommendations and even rebid the contracts at all 54 locations. 
Don’t you find it at all interesting that the SBA, the agency 
charged with ANC oversight, is the only one that has a problem 
with the report? 

Mr. Jenkins. I think SBA’s concerns with the GAO report was 
that it was sort of, it wasn’t consistent with all of the data that we 
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saw, relating to all of the other categories of small businesses that 
increased at the same time. We certainly, as I mentioned in our 
testimony, take our oversight responsibility very seriously, and we 
have been working with the various agencies through our PCRs, 
through our local district offices. We have considered the GAO rec- 
ommendations, and we will look at every opportunity to improve 
our oversight. 

Ms. Velazquez. Mr. Jenkins, you might take it seriously, but the 
facts of the matter are that you are doing a very poor job. You 
know that your own Office of Advocacy stated in their report that 
$2 billion were miscoded as going to small businesses when in fact 
they were given to large businesses. So if there is one thing that 
SBA should have taken seriously, it is that no one is tracking that 
large businesses are performing the majority of the work on ANC 
contracts. 

I will ask Mr. Cooper. In your review, did you find that ANCs 
are not performing work with their own work force and passing 
through contracts to large corporations? 

Mr. Cooper. We did not find that specifically, but what we did 
find is that no one knew whether the subcontracting limitations 
were being complied with, and that was a recommendation that we 
had made in the report for the Federal agencies to assume respon- 
sibility. I think it is really a shared responsibility between the 
agencies awarding the contract and SBA with the 8(a) program. 

Ms. Velazquez. Mr. Cooper, what are some of the ways that 
ANCs have competitive advantages over other 8(a) companies? 

Mr. Cooper. Our report points out, we include a chart in there 
that shows the way that ANCs have used the 8(a) program. I men- 
tioned two examples in my oral statement about being able to have 
contracts awarded to them without any limitations on the amount, 
non-competitive contracts. They have been very successful in hiring 
talented people who know the 8(a) program and know how to use 
the 8(a) program, and they have just been very successful in doing 
it. 

Ms. Velazquez. Can ANCs afford to hire professional marketers? 

Mr. Cooper. Professional? 

Ms. Velazquez. Marketers. 

Mr. Cooper. Some ANCs did use firms to help identify contract- 
ing opportunities. 

Ms. Velazquez. Can they afford to pay as much as $1 million 
in annual salary? 

Mr. Cooper. And they did that as our report points out. 

Ms. Velazquez. Do they have advantages of size with their sub- 
sidiary being able to access funds from the parent corporation? 

Mr. Cooper. They do have those benefits. 

Ms. Velazquez. No minority executive of ANCs are able to get 
as much as 49 percent of the profits. For the program that the pri- 
mary purpose is economic development, does that seem to be in 
keeping with the mission? 

Mr. Cooper. I think the difference between the 8(a) program as 
it was initially designed and as it has evolved over the years, it has 
changed in character to serve two purposes: One, the individual 
business development that you talk about, but at the same time, 
and that is why we, as a matter of policy, are not challenging what 
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Congress has put in place, is it is also intended to serve a different 
purpose, and that is to help Alaska Native Corporations develop 
the capability to benefit their shareholders. 

Ms. Velazquez. Mr. Cooper, how would you characterize SBA’s 
comment letter to the Government Accountability Office’s report? 

Mr. Cooper. I am sorry, would you say that again? 

Ms. Velazquez. How would you characterize SBA’s comment let- 
ter to the GAO report? 

Mr. Cooper. I would characterize it as disappointing. 

Ms. Velazquez. Dismissive? 

Mr. Cooper. We thought we would get a different kind of re- 
sponse from SBA? And I would add that, listening to the statement 
today, I think that is a different tone than the letter that we got 
in response to our report. It sounds like SBA is considering some 
actions and is probably going to work with agencies like Interior 
to make things better. 

Ms. Velazquez. OK, so let me ask you this question. In terms 
of all the recommendations that you have made to SBA on the re- 
ports and investigations that you have made before, how would you 
qualify the track record of SBA complying with the recommenda- 
tions? 

Mr. Cooper. I think in several cases, SBA has been slow to re- 
spond to our recommendations. 

Ms. Velazquez. Thank you very much, Mr. Chairman. 

Chairman Tom Davis. Thank you. 

Mr. Van Hollen. 

Mr. Van Hollen. Thank you, Mr. Chairman. I want to thank the 
chairman and ranking members of both committees for holding this 
hearing. Thank you to the witnesses. 

As I see it, there are really two separate issues before us. One 
is the overall policy issue and the framework that Congress put in 
place with respect to special treatment for ANCs, and the second 
issue is the extent to which SBA and other agencies are complying 
with the existing regulations, implementing the program, and 
whether they are doing it effectively. 

Let me just start with the first one, and I do want to jump ahead 
to some of the testimony we are going to hear from the next panel. 
Just to quote from the representatives testifying on behalf of 
Women Impacting Public Policy, they state in their testimony that 
WIPP members have lost opportunities to ANCs both at the prime 
contract level and at the subcontract level. That is because they are 
not subject to the same affiliation rules and competitive thresholds 
to what other businesses participating in the 8(a) program adhere. 
They conclude in this section by saying, “It seems to us Congress 
should consider treating all participants in the 8(a) program equal- 
ly and they should all adhere to the same rules.” 

The testimony from that National Black Chamber of Commerce 
is along the same lines. They say that ANCs reap the 8(a) benefits 
such as receiving awards without competition but also get the enor- 
mous benefit of waiving contract dollar maximums and exceeding 
the size standard for small businesses, and they go on to point out 
several other things. 

Now I know that the GAO in its report looked at the extent to 
which there was compliance with the existing framework and the 
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laws set out by Congress, but let me just ask all of you whether 
you would take issue from a policy standpoint with the rec- 
ommendation raised, which really goes to the fundamental issue of 
no-bid contracts and the ceilings, by Women Impacting Public Pol- 
icy, where they conclude that treating all participants in the 8(a) 
program equally is the right way to go, and that they should all 
adhere to the same rules. 

Does anybody think, as a matter of public policy, that equal 
treatment of all these entities would be the best way to go in terms 
of protecting the taxpayers’ interests? Does anybody dispute that 
recommendation and conclusion from the perspective of protecting 
taxpayer’s interests? 

I take that no one thinks that. Everyone agrees that this rec- 
ommendation would better protect the taxpayers’ interest. 

Let me just go on to ask with respect to the issue of subcontracts 
and pass through contracts. As I understand it, when you do a sub- 
contract, when Alaska Native Corporations receives a no-bid con- 
tract under the 8(a) program and they subcontract it out, they are 
limited to requiring that 50 percent of costs, the contract’s person- 
nel costs, must be from the ANC’s own employees, is that correct? 

Mr. Cooper. That is correct unless it is a construction contract, 
and in that case, the subtracting would be 85 percent. 

Mr. Van Hollen. As I understand it, when you looked at this 
issue and you said just a moment ago, no one knows whether sub- 
contracting limitations were being complied with. You looked at 
about 16 contracts to see if agencies were monitoring these sub- 
contracting requirements, is that right? 

Mr. Cooper. That is correct. Of the 16 we looked at, 14 of them 
had subcontracts at work and almost every one, the contracting of- 
ficer and the agency were not doing any kind of surveillance to 
make sure the subcontract limitation was not exceeded. 

Mr. Van Hollen. Right. Based on that assessment, as we are as- 
sembled here in the room today and as you are testifying, you have 
absolutely no basis and it is your understanding these contracting 
officers have absolutely no basis for knowing whether or not that 
50 percent limitation is being complied with, is that correct? 

Mr. Cooper. That is correct. 

Mr. Van Hollen. Whose responsibility is it to enforce that Fed- 
eral acquisition regulation requirement? 

Mr. Cooper. I would respond to say in this case, it is a shared 
responsibility between SBA and the agency who is getting the con- 
tract. There are, they are called partnership agreements, where 
SBA has delegated authority to directly award 8(a) contracts to 
Federal agencies. When we went out and talked to the contracting 
community, there was just a lot of confusion about who was respon- 
sible for what, and I think this is an excellent example of that con- 
fusion. 

Mr. Van Hollen. I understand in actually looking at your testi- 
mony, you found a case where an agency wanted a contract with 
a particular non-Native company but couldn’t award a no-bid con- 
tract directly to that company, and so the agency solved the prob- 
lem by awarding a pass through contract to an ANC and requiring 
it to subcontract with the desired non-Native company. Could you 
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talk a little bit about that and why that is an example of how this 
system is being effectively circumvented? 

Mr. Cooper. That is exactly what can happen, and it is not lim- 
ited to 8(a) ANC contracts. We have, over the years, issued a num- 
ber of reports expressing concern about, again as Mr. Waxman 
pointed out, the lack of competition. What we see is, and primarily 
in the Department of Defense, is that instead of the contracting 
people making the decisions about what the best solution is in 
terms of getting a contract, program people are directing the con- 
tracting people to award a contract to a firm and instruct them to 
pass it on to the firm they really want. 

It has happened over at GSA. The Get It Right Program, I think 
was put in place to stop, cut that kind of contracting out. It is not 
good contracting because you end up paying layered costs, multiple 
fees, multiple profits, multiple overhead. It is just not a good busi- 
ness decision on the part of Federal agencies to do that kind of con- 
tracting. 

Mr. Van Hollen. Thank you. 

Mr. Chairman, I would just say Congress may have set up a sys- 
tem where these different kind of shenanigans are encouraged or, 
at the very least, allowed to happen, but it seems to me we should, 
as joint committees, get to that fundamental issue. 

Mr. Cooper. Can I respond? I think one of the problems is we 
now have a lot of interagency contracting where an agency get fees 
for doing contracting work for another agency, and there is an in- 
centive to generate revenue and do business because the contract, 
the agency awarding the contract for another agency makes money 
on it and can do things, operations and that kind of thing. So, 
while interagency contracting might be a great contracting vehicle, 
the incentives are driving it in the wrong direction. 

Mr. Van Hollen. The incentive there is for the agencies them- 
selves to take a cut, rather than have the savings passed on to the 
taxpayer. 

Thank you, Mr. Chairman. 

Chairman Tom Davis. Thank you. 

Mr. Barrow. 

Mr. Barrow. No, thank you. 

Chairman Tom Davis. OK. 

Ms. Watson. 

Ms. Watson. I would like to make some comments on competi- 
tion. I think what the GAO is reporting is that there has been 
some abuse, we think, of using the ANC formula and applying it 
across the board. Maybe, Mr. Cooper, you can help our thinking on 
this issue. As I understand, the original purpose of that legislation 
created a preference to encourage economic opportunities for Alas- 
kan Natives. The report that we got from the GAO suggests that 
the preference is used by contracting officials primarily as a way 
to circumvent just exactly what we are trying to get to, to cir- 
cumvent competition requirements on contracts — they are worth 
hundreds of millions of dollars — and often passing the work to 
large non-Native corporations or to help meet small business goals. 

Maybe you can shed some light on why the use of ANC pref- 
erences seems to be increasing so rapidly. Also, while you are doing 
that, it appears that the report references that no-bid ANC con- 
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tracts are like an open checkbook. Can you explain this to me how 
this formula has been misused? 

Mr. Cooper. What we found when we went and talked to con- 
tracting officials who awarded those 16 contracts is that they felt 
the use of a non-competitive vehicle with no limits on dollar, 
thresholds, or anything was a fast, quick, easy way for them to 
meet a requirement. Again, I think this is a situation where the 
intent of the Congress is probably being diluted because the con- 
tracting people are not using due diligence in using the flexibilities 
and the authorities. 

In my initial oral statement, I said I wanted to make it clear that 
we do not take issue with the flexibilities that the ANCs have been 
provided, and we take that position because we believe that if con- 
tracting officials exercise due diligence and fulfill their responsibil- 
ities and comply with the requirements that they are required to 
do in awarding these contracts, the potential for abuse would be 
minimized. 

I will give the example that we have talked about a little, sub- 
contracting. Alaska Native Corporations can subcontract up to 49- 
50 percent of the work that they get. That was provided by the 
Congress. That authority was provided by the Congress. We don’t 
take issue with that, but at the same time, we want to make sure 
that the controls that have been put in place, and that is monitor- 
ing the subcontract limitation clause, is followed and is not just 
done frivolously without taking it very serious and complying with 
requirements. 

Ms. Watson. OK, you never know what these bells are implying. 

Chairman Tom Davis. We are about ready to have a vote, but 
you still have a couple of minutes left. 

Ms. Watson. I have to go back to the Akima contract as it relates 
to the classroom issue, and I don’t know of the ANC contract was 
used for buying those mobile units that are stuck in the mud in 
Arkansas and some other places. Let me not get into that. Akima 
raised its price for the classrooms from about $23 million on last 
September the 16, to close to $31 million 1 day later, and the unit 
price of some classrooms rose almost 50 percent in a single day. 
How does that happen? 

We are going to run out, so if you can’t finish, I can’t take my 
answer in writing, but go ahead. 

Mr. Cooper. I was very much in the review of that contract. This 
is a clear cut case where the contracting officer blew it. I mean I 
don’t know any other way to say it. They had information provided 
by Akima, as a matter of fact, that indicated the classroom prices 
should be lower than what was negotiated in that contract. I sat 
across the table from the contracting officer and asked her, why 
didn’t she use the information to negotiate a lower price? And she 
told me, I wasn’t involved in the details; I just signed the contract. 

That may be lazy, as Chairman Manzullo pointed out, but it is 
not giving the Government a good deal, and contracting officers 
need to use due diligence and protect the taxpayers’ interests, 
whether it is a competitive, non-competitive, or any other kind of 
contract. 

Ms. Watson. We are not utilizing the people’s money and the 
trust that is put in us when we do deals like that. I think the origi- 
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nal purpose of ANC was the right way to go, but just the people, 
to whom these programs were directed, miss out. 

I want to thank you for that information. I am glad you recog- 
nized that there were some mismanagement and some insensitiv- 
ity. We appreciate it. That is what we are trying to get to the bot- 
tom of here with this hearing. 

I want to thank you, Mr. Chairman. 

Chairman Tom Davis. Thank you. 

Ms. Bordallo. 

Ms. Bordallo. Thank you very much. Chairman Davis and 
Chairman Manzullo. For calling this meeting, and I do want to 
thank Chairman Manzullo for mentioning the difficulties we are 
having with our shipyard in Guam. So, thank you, Mr. Chairman 
for that. 

Mr. Jenkins, I have a question for you. Increased contracts 
awards for the ANCs are of great concern to the business commu- 
nity in my District, the District of Guam. While there is a public 
good in having preferences for Native Alaskans, the same can be 
said for the indigenous people of Guam, the Chamorros. Chamorros 
on Guam experience many of the same social and economic dis- 
advantages as Alaskan Natives and other disadvantaged groups 
recognized by Federal law. Yet, the Chamorros have no set aside 
or preference program that benefits them specifically. When Fed- 
eral contracts for work on Guam are unbundled, the ANCs swoop 
in, use their set aside preferences to win the no-bid contracts, and 
Chamorro businesses are relegated to being hired as subcontractors 
at best. 

If the Federal Government is going to support social policy 
through Government contracting that is trying to improve economic 
opportunity for the disadvantaged communities through the award- 
ing of Federal contracts, then I would hope that these contracting 
policies could be implementing fairly across the board in order to 
benefit all of the disadvantaged indigenous groups. Oversight is 
key to ensure that this happened. 

In your testimony, you mentioned that the SBA takes its over- 
sight responsibilities seriously. You mentioned that the SBA, even 
before the GAO report’s release, began to improve its oversight of 
the 8(a) program. Your testimony is short on detail regarding the 
progress that the SBA has made toward improving its oversight of 
this program. 

Can you describe for me today the progress the SBA has made 
of late toward improving its oversight of the 8(a) program, and also 
can you describe how the April GAO report on the increased use 
of ANCs in Government contracting has impacted the SBA’s efforts 
toward increasing oversight of the 8(a) program? 

Mr. Jenkins. OK, thank you. First of all, as I mentioned, one of 
the things that we felt was very important and we had started this 
discussion prior to the GAO report is to look at our partnership 
agreements with the various agencies. SBA, in order to ensure that 
the 8(a) program was properly being administered, placed respon- 
sibilities on the procuring agencies, and that is to follow the re- 
quirements in the Federal acquisition regulation. The issues re- 
garding the limitation on subcontracting is no difference than the 
issues with small business set asides. That is the responsibility of 
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Federal contracting officials as described in the Federal acquisition 
regulation. 

SBA felt, however, the need to increase our relationships with 
the agencies. And so, with the partnership agreements, we have al- 
ready begun to revise those agreements to make it very clear what 
we expect the agencies to be responsible for. We are also increasing 
our training — training not only to our own staff, SBA staff, but also 
training with the various Federal agencies through our procure- 
ment center representatives as well as through our district offices. 

So I think there are a number of things that we are trying to do 
to improve, and we certainly will consider the GAO recommenda- 
tions as well as other recommendations that we have. 

Ms. Bordallo. Thank you very much. 

I don’t vote, Mr. Chairman, so I could continue. 

Chairman Tom Davis. I am not stopping you now. We can go. We 
have about 5 more minutes before I have to leave. 

Ms. Bordallo. Very good, all right. 

I am just curious. One real quick question before I get to my sec- 
ond question: Are Native Hawaiians participating in these pro- 
grams? 

Mr. Jenkins. Yes, the Native Hawaiian-owned firms that are 
owned by Native Hawaiian organizations 

Ms. Bordallo. The ANCs? 

Mr. Jenkins. Excuse me? 

Ms. Bordallo. The 8(a) program? 

Mr. Jenkins. Yes, the 8(a) program. 

Chairman Tom Davis. Are they treated as ANCs or as 8(a)’s? I 
think that is her question. 

Mr. Jenkins. They are treated as 8(a)’s, but not ANCs. ANCs has 
a special designation. 

Ms. Bordallo. I see. I don’t quite understand that. Why 
wouldn’t they qualify? 

Chairman Tom Davis. The thresholds are different. 

Mr. Jenkins. Yes, the statute allows for Hawaiian Native organi- 
zations, small businesses owned by Hawaiian Native organizations, 
to be considered as 8(a) firms. They can apply for the program, and 
we will look at them and certify them. It is different, however, in 
terms of the tools that they can use are different than what they 
have for the Alaska Native Corporations in terms of the sole-source 
requirements. 

Ms. Bordallo. I see. 

The other question I have is for Mr. Frank Ramos. I am con- 
cerned by the testimony provided by Mr. Cooper from GAO to the 
committees today, regarding the findings in the April GAO report. 
Mr. Cooper stated in his prepared remarks that the contracting of- 
ficers interviewed during the GAO investigation claimed that con- 
tracting with 8(a) ANC firm is a quick, easy, and legal way to 
award contracts while at the same time helping their agencies 
meet small business goals. Policies are in place to ensure that Fed- 
eral contracting supports disadvantaged groups. These policies are 
not in place to make it easier for agencies to avoid the hard work 
of supporting small businesses. 

Would you agree that supporting small businesses should be the 
priority, not the relative ease of workload for the contracting offi- 
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cers? Also, what roles do your offices and that of your peers in 
other agencies play in overseeing or monitoring your respective 
agencies’ contracting behavior? 

Mr. Ramos. In my oral testimony, I said that the statutes that 
the contracting officers use allow them to make certain decisions 
with respect to ease of contracting, if you want to use that term. 
It is not an ease of contracting that is used in a negative term, but 
it facilitates them to use that contracting authority to make deci- 
sions that best fit the interests of the Department of Defense at 
that particular time. 

With respect, as I understood your second question as to what we 
are trying to do bring conformance to this behavior that the Gov- 
ernment Accountability Office alluded to, we have provided, as a 
result of the Government Accountability Office report, in our small 
business conference, a panel to discuss those things that we must 
do to bring conformance to our behavior within the Department of 
Defense. Mr. Assad who is the Director of Defense Procurement is 
going to be meeting with Mr. Crowther, I believe tomorrow to talk 
about some of those concerns that you have raised. He is the Direc- 
tor of and has oversight of the contracting officers, and I believe 
he is going to address that issue. We have discussions, and I feel 
comfortable that we are going to be in conformance in that respect. 

Ms. Bordallo. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Tom Davis. Thank you very much. 

Before I dismiss the panel, let me just note and, Mr. Ramos, I 
will address to you. I think it is clear that if you can meet your 
8(a) goals by going to a larger vehicle and not have to compete, it 
makes it a lot easier for the contracting officer to do so. We try to 
do so many things with our procurement system. We try to make 
sure that we buy American. We try to make sure that we have do- 
mestic content. We have a whole myriad of views up here in this 
committee over how that ought to be done. We try to make sure 
that small businesses and 8(a) minority groups get opportunities. 

The more bells and whistles we attach to the system, the less ef- 
ficient we become. In passing the ANC, we recognize in doing so, 
that there may be some inefficiencies to the system by allowing 
them some leg-up in contracting. All we are trying to do here is 
have an honest discussion over what that cost is. I think that is 
what we are trying to get out of here. Then we will try, as policy- 
makers, to try to see if there is anything we can or should do about 
it or appropriate oversight of the executive branch as a way. 

I appreciate everybody being here for this hearing. I will dismiss 
this panel. We will take a 15 minute recess while we go over to 
vote, and we will come back with our next panel. Thank you. 

[Recess.] 

Chairman Manzullo. It is the policy of the committee that all 
witnesses be sworn before they testify. Please rise and raise your 
right hands. 

[Witnesses sworn.] 

Chairman Manzullo. We will now recognize our third panel: Mr. 
Harry Alford, president and CEO of the National Black Chamber 
of Commerce; Ms. Ann Sullivan, president of Madison Services 
Group, Inc., on behalf of Women Impacting Public Policy [WIPP]; 
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Mr. Chris E. McNeil, Jr., chairman. Native American Contractors 
Association and president and CEO of Sealaska Corp.; Ms. Helvi 
Sandvik, president, NANA Development Corp.; Mr. Bart Garher, 
Tyonek Native Corp.; Mr. Charles Totemoff, president and CEO of 
Chenega Corp.; Ms. Julie Kitka, president of Alaska Eederation of 
Natives. 

In order to allow time for discussion, please limit your testimony 
to 5 minutes. When you see the yellow light, you are at 4. When 
you see the red, you are at 5. Your entire statement will be made 
part of the record. 

The first witness is Mr. Harry Alford. Mr. Alford. 

STATEMENTS OF HARRY ALFORD, PRESIDENT AND CEO, NA- 
TIONAL BLACK CHAMBER OF COMMERCE; ANN SULLIVAN, 
PRESIDENT, MADISON SERVICES GROUP, INC. ON BEHALF 
OF WOMEN IMPACTING PUBLIC POLICY; CHRIS E. MCNEIL, 
JR., CHAIRMAN, NATIVE AMERICAN CONTRACTORS ASSO- 
CIATION AND PRESIDENT AND CEO, SEALASKA CORP.; 
HELVI SANDVIK, PRESIDENT, NANA DEVELOPMENT CORP.; 
BART GARBER, TYONEK NATIVE CORP.; JULIE KITKA, PRESI- 
DENT, ALASKA FEDERATION OF NATIVES; AND CHARLES 
TOTEMOFF, PRESIDENT AND CEO, CHENEGA CORP. 

STATEMENT OF HARRY ALFORD 

Mr. Alford. Honorable Chairmen Davis and Manzullo and dis- 
tinguished members of both committees, thank you for allowing the 
National Black Chamber of Commerce, Inc. to provide input and 
comments on the Alaskan Native Corporations. 

This is a very serious and sensitive subject to my constituents. 
We hope and pray that this hearing will become a catalyst for 
change and progress. Let me also make it clear that the NBCC be- 
lieves in the importance of economic development for Alaskan Na- 
tives and will defend their right to such. 

The Honorables Barren J. Mitchell and Adam Clayton Powell in- 
sisted on inclusion of African-American business owners in the 
Federal procurement arenas. They rightly believed that African- 
Americans had been and were being severely discriminated by the 
very institutions. National and local, that were supposed to protect 
the freedom and equal opportunity of all Americans. The programs 
that evolved from the implementation of the Civil Rights Act of 
1964 were to correct the economic ills created from decades of a 
Jim Crow economy. This economy directly affected African-Ameri- 
cans. 

These programs, as they developed, included all minority groups 
including Native Americans, where there was some sort of discrimi- 
natory evidence. It is without a doubt that the most prolific and 
successful program to evolve is the SBA 8(a) program. I estimate 
that at least 80 percent of the larger businesses within the NBCC 
network are graduates of the 8(a) program. This program has pro- 
duced more Black millionaires than all other Federal programs 
combined. 

On average, 8(a) firms employ 20 people each, while small busi- 
nesses in general employ an average of 2 people. That is a signifi- 
cant difference. 
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With the above in mind, the members sitting on both the House 
Small Business Committee and the House Government Reform 
Committee represent a total of 1,780 8(a) companies which equate 
to nearly 20 percent of all 8(a) participants. These 1,780 businesses 
employ an estimated 35,600 people. I believe each and every one 
of you considers that appreciable. In sum, the 8(a) program is a 
source of employment in all States as well as the District of Colum- 
bia, Guam, Puerto Rico, and the Virgin Islands. 

For some very peculiar rationale, Alaskan Native Corporations, 
as they are called, have been permitted since 1986 to participate 
in the SBA 8(a) program. For the most part, ANCs are not minor- 
ity, not even Native American. ANCs are not small businesses. 
ANCs repeat the 8(a) benefits such as receiving awards without 
competition but also get the enormous benefit of waiving contract 
dollar maximums and exceeding the size standard for small busi- 
nesses, size standards. 

What we have today are billion dollar corporations, waiver on the 
affiliation rule, located in places like North Carolina, Virginia, 
Maryland, etc. — corporations located in places that are totally re- 
mote to Alaska and void of minority management or control. These 
ANC components, often LLCs, are supposed to benefit Alaska Na- 
tives. I strongly suggest that very little of the revenue obtained 
through Federal contracting finds its way to Alaska Natives. Ava- 
rice has no end and what we have here is a tool for avaristic ma- 
nipulators. 

Federal procurement is booming. However, if you take away ANC 
volume from the 8(a) contract awards, you will find that the 8(a) 
program has been decreasing steadily. Two things have negatively 
affected the program. One, the practice of bundling contracts, tan- 
tamount to sole-sourcing for the Fortune 200, and the emergence 
of the ANC game manipulating the 8(a) program. Certain lobb^yists 
and a few slick law firms have mastered this game. Major corpora- 
tions are getting into the ANC program and are drawing 8(a) con- 
tracts by the billions. Quick thinking procurement agents have 
identified this as an attractive tool to quickly boost 8(a) and SDB 
volume. Some SBA officials rush to take advantage of this also. 

The ugliness of this came together when the Katrina and Rita 
disasters hit the Gulf Region last summer and fall. Billion dollar 
sole-source contracts were immediately let to a few companies that 
would eventually flip the scope to various smaller companies at re- 
duced rates and would then pocket the difference. Ashbritt, a Flor- 
ida company, received a significant prime contract for debris re- 
moval, and the company does not own one truck. 

Likewise, ANC companies were sought out for contracts that had 
no relation to their NAICs or expertise. The first Minority Partici- 
pation Report I received from the Army Corps of Engineers for the 
Gulf rebuilding activity was 98.2 percent ANC, 1.8 percent legiti- 
mate SDB. 

Building, excuse me, bundling and a runaway freight train, 
known as the ANCs, is wreaking havoc on 8(a) firms in the Afri- 
can-American, Hispanic, Asia, and yes, the Native America commu- 
nities. We are losing jobs, destroying businesses, negatively com- 
munities who need progress the most. ANCs, in effect, have become 
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predators on the minority business community. Shame on all of us 
for letting it get this far. 

The only rational thing to do now is to bring it to a close. The 
NBCC suggests the following. 

Chairman Manzullo. Is your testimony coming to a close like 
the freight train? 

Mr. Alford. Yes, I have about 20 seconds. 

Chairman Manzullo. All right. 

Mr. Alford. One, conduct thorough audits on how much revenue 
is actually being received by Alaska Natives. What are the 
amounts of dollars, programs, end results? 

Two, are most of the agencies run by Caucasians? How many mi- 
norities actually work ANCs? We need EEO surveys to be per- 
formed by the Department of Labor. 

Three, is there a strong correlation with certain lobbying firms, 
law firms, and political contributions? 

Four, and last, let us separate the ANCs from the 8(a) program. 
It is an abomination as it is currently structured with all of the 
oddities. ANC numbers should not be counted toward small busi- 
ness and/or minority business goals. 

Thank you for the extra 20 seconds, Mr. Chairman. 

[The prepared statement of Mr. Alford follows:] 
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Harry C. Alford 
President/CEO 

National Black Chamber of Commerce, Inc. 


Honorable Chairmen Davis and Manzullo and distinguished members of both committees 
thank you all for allowing the National Black Chamber of Commerce, Inc. to provide 
input and comments on the Alaska Native Corporations. This is a very serious and 
sensitive subject to my constituents. We hope and pray that this hearing will become a 
catalyst for change and progress. Let me also make it clear that the NBCC believes in the 
importance of economic development for Alaska Natives and will defend their right to 
such. 

The Honorables Parren J. Mitchell and Adam Clayton Powell insisted on inclusion of 
African American business owners in the federal procurement arenas. They rightly 
believed that African Americans had been and were being severely discriminated by the 
very institutions, national and local, that were supposed to protect the freedom and equal 
opportunity of all Americans. The programs that evolved from the implementation of the 
Civil Rights Act of 1964 were to correct the economic ills created from decades of a Jim 
Crow economy. This economy directly affected African Americans. 

These programs, as they developed, included all minority groups (including Native 
Americans) where there was some sort of discriminatory evidence. It is without a doubt 
that the most prolific and successful program to evolve is the SBA 8(a) program. I 
estimate that at least 80% of the larger businesses within the NBCC network are 
graduates of the 8a program. This program has produced more Black millionaires than 
all other federal programs combined. On average, 8(a) firms employ 20 people each, 
while small businesses in general employ an average of 2 people. That is a significant 
difference. 

With the above in mind, the Members sitting on both the House Small Business 
Committee and the House Government Reform Committee represent a total of 1,780 8(a) 
companies which equates to nearly 20% of alt 8(a) participants. These 1,780 businesses 
employ an estimated 35,600 people (20 each). I believe each and every one of you does 
consider that appreciable. In sum, the 8(a) program is a source of employment in all 
states, including the District of Columbia, Guam, Puerto Rico and the Virgin Islands. 

For some very peculiar rationale, Alaska Native Corporations (as they are called) have 
been permitted since 1986 to participate in the SBA 8(a) program. For the most part 
ANC’s are not minority ~ not even Native American. ANC’s are not small businesses. 
ANC’s reap the 8(a) benefits such as receiving awards without competition but also get 
the enormous benefit of waiving contract dollar maximums and exceeding the size 
standards for small businesses. What we have today are billion dollar corporations 
(waiver on the “affiliation rule”) located in places like North Carolina, Virginia, 
Maryland, etc. Corporations located in places that are totally remote to Alaska and void 
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of minority management or control. These ANC components, often LLC’s, are supposed 
to benefit Alaska Natives. I strongly suggest that very little of the revenue obtained 
through federal contracting finds its way to Alaska Natives. Avarice has no end and what 
we have here is a tool for avaristic manipulators. 

Federal procurement is booming! However, if you take away ANC volume from the 8(a) 
contract awards you will find that the 8(a) program has been decreasing steadily. Two 
things have negatively affected the program. 1. The practice of bundling contracts 
(tantamount to sole sourcing for the Fortune 200) and 2. The emergence of the ANC 
“game” manipulating the 8(a) program. Certain lobbyists and a few slick law firms have 
mastered this “game”. Major corporations are getting into the ANC program and are 
drawing 8(a) contracts by the billions. Quick thinking procurement agents have 
identified this as an attractive tool to quickly boost 8(a) and SDB volume. Some SBA 
officials rush to take advantage of this also. 

The ugliness of it all came together when the Katrina and Rita disasters hit the Gulf 
Region last summer/fall. Billion dollar sole source contracts were immediately let to a 
few companies that would eventually “flip” the scope to various smaller companies at 
reduced rates and would then pocket the difference. Ashbritt, a Florida company, 
received a significant prime contract for debris removal and the company does not own 
one truck. Likewise, ANC companies were sought out for contracts that had no relation 
to their NAIC’s or expertise. The first Minority Participation report 1 received from the 
Army Corps of Engineers for the Gulf Rebuilding activity was 98.2% ANC and 1.8% 
legitimate SDB. 

iiundling and a “run away freight train” known as the ANC’s is reeking havoc on 8(a) 
firms and the African American, Hispanic, Asian and, yes, the Native American 
communities. We are losing jobs, destroying businesses and negatively affecting 
communities who need progress the most. ANC’s, in effect, have become predators on 
the minority business community. Shame on all of us for letting it get this far. The only 
rational thing to do now is bring it to a close. The NBCC suggests the following: 

1. Conduct thorough audits on how much revenue is actually being received by 
Alaska Natives. What are the amount of dollars, programs, end results? 

2. Are most ofthese ANC’s run by Caucasians? How many minorities actually 
work for ANC’s? We need EEO Surveys performed by the Dept, of Labor. 

3. Is there a strong correlation with certain lobbying firms, law firms and political 
contributions? 

4. Let’s separate the ANC’s from the 8(a) program. It is an abomination as it is 
currently structured with all of the oddities. ANC numbers should not be counted 
towards Small Business and/or Minority Business goals. 

In sum, we don’t know what was actually Congress’s intent in regards to the ANC 
program. It certainly wasn’t to benefit the 8(a) program or minority businesses per se. 
Thank you for your time and concern by meeting this disgusting problem head on. 
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Chairman Manzullo. You sound like the trailer on all those 
credit card advertisements, Harry. [Laughter.] 

Our next witness is Ann Sullivan on hehalf of Women Impacting 
Public Policy. 

Now, remember, your complete statements are in the record, and 
you can take as much time within the 5-minutes as you want. 
What we are really interested in is the impact because we all know 
that there are different rules that apply to the ANCs, and we don’t 
have to repeat those in all the testimony. If you could center your 
testimony on the impact, thank you. 

STATEMENT OF ANN SULLIVAN 

Ms. Sullivan. Thank you, Mr. Chairman Davis, Chairman Man- 
zullo. 

Good afternoon, my name is Ann Sullivan. I am representing 
Women Impacting Public Policy. I represent them in Washington. 
WIPP is a bipartisan women’s business organization representing 
over 550,000 women and minorities nationwide. Our umbrella in- 
cludes 42 business organizations as well as individual members. 
Thank you for inviting us today. 

As background, 10.6 million women-owned firms in the United 
States employ 1 out of 7 employees in this country and generate 
$2.5 trillion in sales. Yet, the Federal Government has awarded 
only 3 percent of its contracts to women-owned companies as of 
2004. Although the Congress set a 5 percent women-owned goal for 
the agencies, they have never met that goal. In addition. Public 
Law 106-554 which would allow contracting officers to restrict 
competition to women-owned firms has yet to be implemented. 
That law was enacted in the year 2000. 

For the past several years, WIPP members have felt the competi- 
tive pinch of increased Federal programs for non-women-owned 
businesses. WIPP members have lost opportunities to ANCs, both 
at the prime contract level and the subcontract level. 

We have also felt the effects of contract bundling. Despite the 
president’s unbundling initiative in 2002, the trend has proven oth- 
erwise. In 2002, the 0MB reported that for every $100 awarded on 
a bundled contract, there is a $33 decrease to small business. De- 
spite strong evidence that bundling is not good for small business 
or the Government, a 2004 GAO report shows that the Federal 
agencies are confused over what constitutes contract bundling and 
it results in poor accountability and disparity in reporting. 

According to a 2005 SBA Office of Inspector General audit, the 
SBA reviewed only 13 percent of bundled contracts reported to the 
agencies. Those 192 bundled contracts not reviewed amounted to 
$384 million. SBA has cited that their lack of resources is why they 
did not review more contracts. 

The agencies have a challenge meeting their small business re- 
quirements with larger contracts. It seems to us that Congress 
should consider treating all businesses in the 8(a) program equally 
and they should all adhere to the same rules. Perhaps this is not 
the right program for the ANCs since the 8(a) program is a busi- 
ness development program, but the ANC program is an economic 
development program for communities. While the economic goals 
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for the ANCs seem appropriate, trying to fit them into the 8(a) pro- 
gram is like trying to fit a square peg in a round hole. 

In the absence of congressional changes in the 8(a) program, we 
give you the following recommendations which we think would 
strengthen all of the programs. One, establish a subcontracting re- 
quirement for very large sole-source contracts awarded to ANCs. 
Two, strengthen the 8(a) program for all participants by increasing 
the competitive thresholds and the personal net worth level that 
has not changed since 1989. Three, provide SBA with the tools nec- 
essary to review solicitations being placed into the 8(a) program to 
determine adverse impact on other 8(a) companies or small busi- 
ness programs. 

We understand that although ANCs benefit from contract bun- 
dling and procurement work force staffing issues, they are, ANCs 
are not the source of these problems, nor do they dominate the 
small business market. In fact, their contract dollars is only a frac- 
tion of the $69.2 billion awarded to all small businesses. The GAO 
report sheds light on contracting problems affecting all small busi- 
nesses and SBA’s lack of resources and staff to implement good 
oversight of the 8(a) program. 

The goal should be for all groups to work together to increase the 
amount of awards to small businesses, regardless of race, ethnicity, 
or gender, and to implement a meaningful women’s business pro- 
gram. If the small business community moves forward collectively 
to increase the source of supply to the Federal Government, the re- 
sult will be a stronger America. 

Thank you. 

[The prepared statement of Ms. Sullivan follows:] 
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Good afternoon, my name is Ann Sullivan. I represent Women Impacting Public 
Policy in Washington DC. Women Impacting Public Policy (WTPP) is a bipartisan 
women’s business organi 2 ation representing over 550,000 women and minorities 
nationwide. WIPP’s umbrella includes 42 business organizations ^ well as individual 
members. Thank you for inviting WIPP to testify today. 

As background, 10.6 million women-owned firms in the United States employ 
one out of seven employees in this country and generate $2.5 trillion in sales. Yet, the 
federal government has awarded only 3% of its contracts to women-owned companies as 
of 2004. Although the Congress set a 5% women-owned goal for the agencies, ttiey have 
never met that goal. In addition. Public Law 1 06-554, which would allow contracting 
officers to restrict competition to women-owned firms, has yet to be implemented. That 
law was enacted in the year 2000. 

For the past several years, WTPP members have felt the competitive pinch of 
increased federal programs for non-women-owned businesses. We have also felt the 
effects of contract bundling. Despite the President’s initiative in 2002 which clearly 
stated that unbundling of contracts was a priority of this Administration, the trend has 
proven otherwise. In 2002, the Office of Management and Budget (0MB) reported that 
for every $100 awarded on a bundled contract, there is a $33 decrease to small 
businesses. They went on to say, that because these types of contracts “run longer and 
encompass a greater scope, competition is reduced in terms of fiequency and number of 
opportunities” for small businesses. 
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Despite strong evidence that bundling is not good for small business or the 
government, a 2004 Government Accounting Office (GAO) Report No. 04-454 “Impact 
of Strategy to Mitigate Effect of Contract Bundling on Small Business is Uncertain” 
shows that federal agencies are confused over what constitutes “contract bundling” which 
results in poor accountability and disparity in reporting. While 928 bundled contracts 
were captured in the Federal Procurement Data System (FPDS), only 24 of those 
contracts were reported to the GAO. 

According to a 2005 SBA Office of Inspector General Audit, the SBA reviewed 
only 13% of bundled contracts reported by the agencies (28 out of 2002). The 192 
bundled contracts not reviewed amounted to $384 million. SBA cited a lack of resources 
in reviewing the bundled contracts. With the retiring workforce and the decrease in the 
number of procurement officials, contracts have generally become larger and less 
accessible to small businesses. 

The agencies have a challenge — ^meeting their small business requirements with 
larger contracts. One solution, according to the GAO report which is the subject of this 
hearing, is for procuring agencies to set aside the procurements under the 8(a) program 
for tribally owned enterprises, including Alaska Native Corporations (ANC s). 

However, WIPP’s members have lost opportunities to ANCs, both at the prime 
contract level and at the subcontract level. That is because they are not subject to the 
same affiliation rules and competitive thresholds to which other businesses participating 
in the 8(a) program adhere. Specifically, 8(a) businesses can receive sole source 
contracts for up to $5 million for manufacturing or $3 million for other contracts. In 
contrast, the ANCs have no threshold. For other 8(a) companies, procurements must be 
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competed whenever possible before being accepted on a sole-source basis, but 
procurements can be sole sourced to ANCs without the need to be competed. Neither are 
ANCs subject to the same small business affiliation standards as other small businesses. 

It seems to us that Congress should consider treating all participants in the 8(a) 
program equally, and they should all adhere to the same rules Perhaps this is not the right 
program for the ANCs and similar organizations, since the 8(a) program is a business 
development program but the ANC program is an economic development program for 
communities. While the economic goals for the ANCs seem appropriate, trying to fit 
them into the 8(a) program is like hying to fit a square peg in a round hole. 

In the absence of Congressional changes m the 8(a) program, WIPP believes that the 
challenge is to find a way whereby the ANCs and tribes can coexist with the other 
women and minority ovraed small businesses. We believe that the following 
recommendations, which strengthen all programs, would be a helpful step forward: 

1 . Establish a subcontracting requirement for very large contracts — such as $20 
million awarded sole source to ANCs or tribes - able to receive a sole source 
contract under a small business programs; 

2. Strengthen the 8(a) program for all participants by increasing the competitive 
thresholds and the personal net worth level which has not been changed since 
1989. 

3. Provide SBA with the tools necessary to review solicitations being placed into the 
8(a) program to determine adverse impact on other 8(a) companies or other small 
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business programs. SBA is currently doing such analysis, but lacks the resources 
to do it in all instances. 

WIPP members underetand that although ANCs benefit fi-om contract bundling 
and procurement workforce staffing issues, ANCs are not the source of these problems. 
Nor do ANCs dominate the overall small business market In fact, their $1.1 billion in 
8(a) contract dollars during 2004 is a fraction of the $69.2 billion awarded to all small 
business. TTie GAO report sheds light on contracting problems affecting all small 
businesses and SBA’s lack of resources and staff to implement good oversight of the 8(a) 
program. 

The goal should be for all groups to work together to increase the amount of 
awards to small businesses, regardless of race, ethnicity or gender, and to implement a 
meaningful women’s business program. If the small business community moves 
forward collectively to increase the source of supply to the federal government, the result 
will be a stronger America. 
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Chairman Manzullo. Thank you. Our next witness is Chris 
McNeil, Jr. of the Native American Contractors Association. 

Mr. McNeil. 

STATEMENT OF CHRIS E. MCNEIL, JR. 

Mr. McNeil. Chairman Manzullo and Chairman Davis, members 
of the committee, we really appreciate the opportunity here to tes- 
tify today. 

My name is Chris McNeil. I am a member of the Tlingit and 
Nisga Nations. I am the chairman of the Native American Contrac- 
tors Association and also the president of Sealaska. I am here to 
testify on behalf of the Native American Contractors Association. 
Our organization represents, has 27 members, including 19 Native 
corporations and 7 tribally owned enterprises and Native Hawaiian 
organizations. We have over 100,000 tribal member shareholders 
who own our ANCSA corporations from all over the United States. 
Congress meant to benefit Alaska Natives no matter where they 
live. 

We are here to discuss the SBA 8(a) program as it applies to 
ANCSA corporations and tribes, and this is a rare program because 
it is a program that actually does work. That is in the context of 
really decades of failed Federal programs to promote Indian eco- 
nomic development. It promotes self-determination, self-sufficiency, 
and it points toward sustainable economies which is inherent in 
Alaska, the goal of the Alaska Native Claims Settlement Act, and 
it provides a mechanism upon which Alaska Natives have offered 
increased professional opportunities. 

The GAO study itself listed five single-spaced pages of benefits, 
the various benefits that are provided by the 8(a) contracting that 
the corporations provide to its shareholders. Our Federal contract- 
ing and participation in it has permitted the Native corporations 
and tribes to participate in a greater way in the commercial mar- 
ketplace, and the majority of Native corporations and federally rec- 
ognized tribes have just begun to participate in it. 

The GAO report is the subject of this hearing. I think it is impor- 
tant to note that it did not find any evidence of abuse by the Native 
corporations. It did not recommend legislative changes, and it 
doesn’t suggest any dissatisfaction on the part of the agencies in 
the performance by the Native corporations. It was critical in some 
respects, and it indicates some flaws in the administration of the 
program. 

There is a key difference between the Alaska Native and tribal 
8(a) programs and the individually owned 8(a) enterprises. We, 
each Native corporation represents hundreds and, in some cases, 
thousands of tribal member shareholders that benefit from them. 
In the case of the individually owned enterprises, it benefits only 
a few people who are the owners of the corporations and the sig- 
nificant differences. 

All of this arises from the Federal trust responsibility for tribes 
and for Alaska Native people. Any Federal program that benefits 
Alaska Natives or federally recognized Indian tribes arises from 
our Constitution. It is embedded in the power to regulate commerce 
with Indian tribes which is called the Indian Commerce Clause and 
arises from many U.S. Supreme Court decisions. This also is evi- 
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denced in the Indian Treaties which are the supreme law of the 
land. 

Our Alaska Native Claims Settlement Act of 1971 was a modern 
day statutory Indian Treaty. This was a large congressional experi- 
ment with Native people. This land that we received back would 
normally have been held in trust in the United States, and the con- 
cept was to provide new economic vehicles to develop sustainable 
economies for Native people and to benefit our tribal member 
shareholders. That is our goal, and that has been Congress’ com- 
mitment. In effect, the Native Claims Settlement Act arose from a 
negotiation in which we relinquished claims of 300 million acres. 
In exchange, we received back 44.5 million acres and about $962 
million to benefit over 100,000 tribal shareholders. 

Now, the 8(a) program is an amendment to the Alaska Native 
Claims Settlement Act, and it was intended to provide benefits 
under the Claims Settlement Act for Alaska Native people. So, ev- 
erything in ANCSA, we, in effect, have paid for by providing and 
relinquishing the claims to all the land to which we had claims, 
and that is our statutory treaty. The Alaska Native Claims 
benefit 

Chairman Manzullo. How are you doing on time? We are run- 
ning out of time here. 

Mr. McNeil. Yes, I understand that. Mr. Chairman, I would con- 
clude then by saying that this program does work to the benefit of 
Alaska Native people. I think there is significant evidence of that 
in order to provide the sustainable economies for Native people. 

Thank you very much. 

[The prepared statement of Mr. McNeil follows:] 
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Chairmen Davis and Manzullo, Ranking members Waxman and Velazquez and 
distinguished members of both committees, thank you for the opportunity to appear before you 
today to talk about the success of the Small Business Act’s Section 8(a) program in advancing 
the economic self-sufficiency of Native Americans. My name is Chris McNeil, Jr. I am a 
member of the Tlingit and Nisga’a Nation and I am the Chairman of the Native American 
Contractors Association and President and CEO of the Sealaska Corporation. My testimony 
today is on behalf of the Native American Contractors Association (“NACA”). 

NACA was formed to increase the awareness of the benefits of using firms owned by 
Indian Tribes, Alaska Native Corporations, and Native Hawaiian Organizations (collectively 
“Native Entities”) to provide goods and services to the federal government. The mission of 
NACA is to enhance self-determination through preservation of government contracting 
participation based on the govemment-to-govemment relationship between Native Americans 
and the federal government. We have 27 community-owned corporation members (19 Alaska 
Native Corporations, 7 Indian tribe-owned enterprises, 1 Native Hawaiian Organization). 

I. Introduction 

The GAO report shows the success of the federal policy of promoting Native American 
govemment-to-govemment participation in the federal marketplace. Federal contracting 
promotes economic self-sufficiency and provides economic and employment benefits for Native 
Americans, who are among the poorest populations in the nation. The Native 8(a) program is a 
rare example of federal policy successfully fulfilling government procurement policies and 
fostering economic development for Native communities. 

It is important to note that the GAO did not find evidence of abuse by ANSCA 
corporation 8(a) companies. Nor did the report call for legislative changes to the program. 
Rather, the GAO found that some government agencies do not always follow the rules, and 
absent improved oversight, there might be potential for abuse. GAO also found that government 
acquisition processes are flawed in some respects. NACA will work with government officials 
to improve these processes and urges lawmakers to focus on improving oversight and not to 
make substantial changes to the Native provisions of the 8(a) program. 

Although the Native provisions of the 8(a) program have been in place for almost twenty 
years, most Native Entities are just now beginning to enter the federal marketplace as a way to 
generate long-term revenue streams, create jobs for their members and in the communities in 
which they work, and provide cultural and social benefits to member communities. Participation 
in the 8(a) program has also enabled Native Entities to develop the experience, skill, and 
expertise necessary to succeed in the competitive federal marketplace. 


ONACA 



189 


II. Indian Law and Policy: Why Native Entities Have Unique Contracting Rights 

SBA 8(a) Proeram Reeulations 

The GAO report recognizes that Congress provided unique contracting provisions in the 
8(a) Program to help spur economic development for Native Americans. These provisions 
include: 

• Program eligibility rules for Native Entities that allow parent companies to own multiple 8(a) 
firms without violating limitations on affiliation. 

• Exclusion from the competitive thresholds limiting the size of sole-source contracts in order to 
help these firms develop a sustainable revenue base — rather than mandating their employment 
practices or limiting their activities to a single geographical area. 

The 8(a) Program rules applicable to a Native Entity are intentionally different from the rules 
governing 8(a) firms owned by individuals.' Unlike an 8(a) firm owned by an individual, a 
Native Entity has an organizational obligation to provide for the significant social and economic 
needs of all of its community members — who can number anywhere from hundreds to tens of 
thousands— not just one entrepreneur on whom 8(a) eligibility is based. Native Entities share a 
moral imperative to create permanent, self-sustained business operations to provide for current 
and future generations of their communities’ members. 

Federal Trust Resvomibilitv to Foster Economic Development 

The federal government’s unique relationship with Native Americans derives from the 
U.S. Constitution’s grant of power to Congress “to regulate Commerce... with the Indian 
Tribes.”^ This Constitutional provision, often referred to as the Indian Commerce Clause, and its 
interpretation in landmark Supreme Court decisions, gave rise to the federal government’s 
special political relationship and trust responsibilities to Native Americans. As the Court stated, 
“the relation of the Indians to the United States is marked by peculiar and cardinal distinctions 
which exist nowhere else....”^ No other group of U.S. citizens has a comparable relationship 
with the federal government. 

In exchange for ceding over 500 million acres of land by the Native people of America, 
the United States entered into a trust relationship with Native Americans. Treaties, the supreme 
law of our land, were originally the primary way that this trust relationship was expressed. 
Today, the trust relationship is carried on through many statutes enacted by Congress, including 
the Alaska Native Claims Settlement Act (ANCSA) and the Native 8(a) provisions. 


' Including Small Businesses, Small Disadvantaged Businesses, Women-Owned Businesses, HUB Zone firms or 
Service-Disabled Veteran-Owned concerns, as defined by the Small Business Act. 

^ See Article 1, § 8, f 3. 

’ See Cherokee Nation v. Georeia . 30 U.S. 1 , 15 il8311: seca/.TO Worcester v. Georgia . 31 U.S. 515, 519 (1832) 
(recognizing “[t]he Indian nations had always been considered as distinct, independent political communities . . . 
and the settled doctrine of the law of nations is, that a weaker power does not surrender its independence — its 
right to self government, by associating with a stronger, and taking its protection.”) 
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Congress was even more specific when articulating, in ANCSA, the federal government’s 
relationship with Alaska Natives.'' This law required compensation to settle land claims and 
mandated the use of for-profit corporations be used to implement the settlement. In ANCSA, 
Congress declared: 

(a) there is an immediate need for a fair and just settlement of all claims... based on aboriginal land 
claims; and (b) the settlement should be accomplished rapidly, with certainty, in conformity with 
the real economic and social needs of Natives, without litigation, with maximum participation by 
Natives in decisions affecting their rights and property...® 

ANSCA represented a new and experimental approach to fulfilling federal obligations to Native 
Americans: providing Alaska Natives with village and regional corporate structures, rather than 
a reservation system (as was done in the lower 48 states). Under ANSCA, shareholders may not 
sell their shares to non-Natives. In fact. Congress explicitly intended the use of corporate 
structures to give Alaska Natives greater control of their economic destiny — ^to achieve self- 
sufficiency as well as self-governance. Congress has repeatedly emphasized that the most 
effective way to promote economic self-sufficiency and to minimize the dependence of Alaska 
Natives on federal assistance is through ANSCA corporations.^ In fact, in furtherance of this 
economic settlement, eligibility for the 8(a) program was imbedded in ANCSA by amendments 
passed by Congress making it clear that ANCSA corporations’ participation in the 8(a) program 
would be an integral part of the ANSCA settlement.’ 

In furtherance of the federal government’s constitutional trust responsibility, Congress 
has enacted no more effective law to foster self-sufficiency and economic development in Native 
communities than the Native 8(a) provisions. As Senator Inouye has noted 

The Congress has long been concerned with the ravaging extent of poverty, homelessness, and the 
high rates of unemployment in Native America. The Congress has consistently recognized that the 
economic devastation that has been wrought on Native communities can be directly attributed to 
Federal policies of the forced removal of Native people from their traditional homelands, their 
forced relocation, and later the termination of the reservations to which the government forcibly 
relocated them. In 1970, President Nixon established the Federal policy of self-determination, and 
that policy has been supported and strengthened by each succeeding administration,* 


* SSS 43U.S.C§1601,erse^. 

® See Id. at S 1601. 

* See Alaska Native Commission Final Report, Vol. I. (1994). 

^ In 1987, Congress passed amendments to the Alaska Native Claims Settlement Act, Public Law 100-241, which 
granted presumptive minority status to ANCs, as defined in 43 U.S.C. § 1626(e)(2). The sponsor of the bill was 
Don Young (R-AK). The intent behind these laws was to grant any qualifying ANCSA corporation or ANCSA 
corporation-owned firm the status of “a minority owned and controlled corporation for purposes of federal law.” 
S. Rep. No. 100-201, reprinted in 1987 U.S.S.C.A.N. 3269, 3290. In 1992, the Alaska Land Status Technical 
Corrections Act, Public Law 102-415, amended §§ 1626(e)(1) and (2) by granting ANCSA corporation or 
ANCSA corporation-owned firms “economically disadvantaged” status. Rep. Don Young (R-AK) was the 
primary sponsor in the House and Senator Frank Murkowski (R-AK) in the Senate. The purpose of the 
amendment was to clarify further that ANCSA corporation or ANCSA corporation-owned firms are “minority 
and economically disadvantaged business enterprises for the purposes of qualifying for participation in federal 
contracting and subcontracting programs,” including the SBA’s 8(a) program. H.R. Rep. No. 102-673, 
reprinted in 1992 U.S.C.C.A.N. 1450, 1456. 

* Congressional Record, S5019 (June 13, 2000). 
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The Native 8(a) program provisions have helped Native Entities overcome economic 
barriers, create and expand competitive businesses in the private and federal markets, create new 
business opportunities in remote rural areas far removed from major markets, and return profits 
to their communities. 

Native Entities represent a separate type of contracting that makes sense when one 
considers they have a responsibility to provide benefits to entire communities. All 8(a) firms, 
including Native Entities, have a maximum 9-year participation term in the 8(a) Program. 
Likewise, all 8(a) firms, including Native Entities, must be small to receive an 8(a) contract. 
When an ANSCA corporation 8(a) firm grows out of its applicable size standard, it graduates out 
of the program, just like any other 8(a) firm. Native Entities are permitted to form a new 8(a) 
firm in a different industry code in recognition of the fact that Native Entities are responsible for 
improving the livelihood of hundreds or thousands and have a greater need to generate 
continuing income for their shareholders and members. Accordingly, Native Entities can operate 
multiple 8(a) firms and do not have a limit on the size of contract that can be awarded to them on 
a sole source basis. These provisions were intended to prepare Native Entities to compete with 
others in their industry, particularly large contractors that have established relationships with 
government customers and possess capital and proposal capability sufficient to dominate the 
federal procurement market. 

Fostering the development of successful small business contractors furthers the federal 
government’s interests in broadening and diversifying its industrial base of service and supply 
providers. More competition can result by combating the consolidation of the government 
contracting industry into a few dominant large businesses. By providing different contracting 
provisions to qualified Native Entities, Congress increased the likelihood of sustaining business 
opportunities, ownership, and revenues for Native Americans. These provisions are fulfilling the 
federal government’s special legal obligations to Native Americans. 

III. ANSCA Corporation 8(a) Successes in Historical Context 

The GAO report is remarkable for what it does not contain. While the report focuses 
extensively on recent increases in the level of 8(a) contracting across ANSCA corporations, there 
is no mention of dissatisfaction with the quality or timeliness of goods and services delivered by 
the ANSCA corporations or the efficiency and effectiveness with which they perform the 
contracts and deploy their people, assets, and capabilities. The fact that ANSCA corporation 
contract performance is a non-issue is a resounding testament to the success of the 8(a) program 
as an effective tool to both meet the federal government's procurement needs and to enhance 
economic development in Native communities. 
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Despite ANCSA’s distribution of slightly more than 40 million acres of land and an 
aggregate cash distribution of roughly $440 million in 1971/ the ANSCA corporations’ 
extremely limited base of business skills and experience made progress very difficult. 
Unfortunately, by 1993, the 12 regional corporations as a group had lost roughly 80% of the 
equity value of their initial cash distributions through loss-making business operations. While 
economic performance was not uniformly poor across all ANSCA corporations from 1976-1993, 
the average annual return on equity was negative 3.37%'” for the three most active 8(a) regional 
corporations-Arctic Slope Regional Corporation, Chugach Alaska Regional Corporation, and 
NANA Regional Corporation. 

Impacts of 8fa~) Development Success on the ANSCA Corporations and Regional 
Economies 


While economic success proved elusive for the majority of Alaska Native Corporations 
prior to participation in the 8(a) program, during the 1990s the improvements began to be seen in 
many social and economic indicators. These improvements correlate with the regions most 
active in the 8(a) program, suggesting that the Native 8(a) program is working exactly as 
intended to promote economic development. 

As demonstrated in Table A, ANCSA regions demonstrated dramatic across-the-board 
improvements in the number of individuals with high school degrees, college and graduate 
degrees; higher employment rates; and higher income levels. Notably, the differences in tertiary 
education and in job creation have been most marked in the ANSCA regions represented by the 
five most active participants in the 8(a) program: namely, Alutiiq (Koniag region), Arctic Slope 
Regional Corporation, Chenega (Chugach region), Chugach Alaska Corporation, and NANA 
Corporation. As shown in Table 2, the number of individuals with a bachelor’s degree or higher 
increased 565% between 1990 and 2000 in the ANSCA regions represented by these five 
ANSCA corporations compared with an increase of 440% in the other ANCSA regions. While 
both findings are extremely impressive, these five ANCSA regions added college graduates at a 
rate nearly 30% greater than the remaining regions. As referenced in the GAO report, ANSCA 
corporations have used the 8(a) program to create high-skill, higher paying job opportunities, and 
to increase incentives for obtaining higher education by offering numerous training programs and 
advancement opportunities. As noted in NACA’s success stories. Native shareholders like Derik 
Frederiksen benefited from Sealaska Corporation’s scholarship program and is now the general 
Manager of Sealaska’s 8(a) firm — Sealaska Environmental Services. 

The employment findings are also encouraging. While the majority of ANCSA regions 
experienced significant declines in unemployment during the decade of the 1990s, these five 
ANSCA regions reduced unemployment at a rate 57% greater than the other ANCSA regions. 
Unemployment rates fell 30% in the other ANSCA regions, but these five ANSCA regions saw a 
47% reduction in the rate of unemployment. 


” Data regarding initial allocations and early business performance of ANC’s is taken from Steven Colt’s 
unpublished paper entitled “Alaska Natives and the “New Harpoon”: Economic Performance of the ANCSA 
Regional Corporations”, dated February 2001, and available on the web at 
www.iser.uaa.alaska.edu/iser/people/colt/colt_newharpoon2.pdf. 

Ibid, at page 7, Table 2, Column entitled Average Non-windfall Return on Equity, 1976-1993. 
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Although these five ANSCA regions have not yet experienced greater than average 
improvements in per capita income or greater than average reductions in the number of people 
below the poverty level, these measures would be expected to respond more slowly to focused 
economic development efforts like ANSCA corporation 8(a) program participation. It is 
therefore important that any suggested changes to a proven economic development tool like the 
8(a) program should be approached with caution, lest we give away the dramatic gains that have 
been achieved by altering the program before its positive socioeconomic effects are felt 
throughout the populations represented by the ANSCA corporations. 


Table A: Summary of Socioeconomic Chanees in ANC Resigns 


10-Year Percent 
Change in: 

High School or 
Higher 

Graduation Rate 

College or Higher 
Graduation Rate 

Unemployment 

Rate 

Per Capita 
Income 

Population 
Below Poverty 
Level 

Ahtna Regional Co. 

60 

756 

-69 

81 

-51 

Aleut Regional Co. 

42 

237 


56 


Bering Straits Regional Co. 

42 

568 

-33 



Bristol Bay Regional Co. 

34 

318 

-34 

80 


Calista Regional Co. 

34 

344 

-24 



Cook Inlet Regional Co. 

20 

303 

-62 

125 


Devon Regional Co. 

4! 

507 

-66 

173 


Sealaska Regional Co. 

28 

489 

-57 









Arctic Slope Regional Co. 

42 

530 

-36 

69 

-17 

Chugach Alaska Regional Co. 

35 

947 

-44 

52 

-16 

Koniag Regional Co. 

35 

307 

-64 

81 

-39 

NANA Regional Co. 

30 

477 

-43 

111 

-16 







Average of five niost 
active participants 

36 

565 

-47 

79 

-22 

Average of all other 

participants 

38 

440 

-30 

109 

-37 

Source: 1990 Census of Population, Social and Economic Characteristics, American Indian and Alaska Native Areas. Tables from 
"Summary Social, Economic, and Housing Characteristics, and Social and Economic Characteristics". 2000 Census data from 
Tables DPI, DP2. DP3, & DP4 for each ANC. 


IV. Benefits ANSCA Corporations Provide Their Shareholders 

Many American Indian and Alaska Native community members have just begun to 
realize the positive impacts of the Native 8(a) Program. The Native 8(a) provisions have helped 
tribal communities diversify their economies and provide Jobs, education, and services to a group 
of Americans historically far less able to access the American dream. The 8(a) program has been 
particularly helpful to those tribes and ANCSA corporations that are located far away from major 
markets or industrial centers, because federal contracting can occur anywhere in the U.S. and 
abroad. 
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Accordingly, we believe that the Native 8(a) provisions have resulted in just what the 
Congress intended - facilitation of Native communities’ diversification, self-determination and 
economic self-sufficiency. We are proud of our increased business capabilities and the 
newfound hope of building sustainable operations for future generations. As discussed in 
“Appendix X” of the GAO Report, “shareholder preferences for benefits differed among 
corporations.”” “For example, one corporation stated that its shareholders prioritized protection 
of their land and the subsistence lifestyle,” while “shareholders of other corporations placed a 
greater value on dividends, scholarships, training, and job opportunities,”'^ Like our peoples’ 
diverse cultures, each community has unique needs. ANCSA permits the shareholders to 
determine what they believe are the most vital needs of their communities and, thus, what 
benefits their Native corporation will provide. 

Clearly, ANCSA corporations have at least one common strategic goal and that is to 
understand and respond to their shareholders’ needs and desires, for shared benefits of the 
corporation. This is why the 8(a) rules applicable to Tribes and ANSCA corporations are 
intentionally different from the rules that govern 8(a) companies owned by individuals. Native- 
owned 8(a) firms generate community-wide benefits, meeting economic, social and cultural 
needs of their economically and socially disadvantaged communities, and provide higher-skilled 
and higher paying jobs, scholarships, and professional training. In contrast, the benefits of an 
8(a) company owned by an individual are retained by that individual owner or family. 

Through contracting. Native Americans have been successful in adapting and prospering 
in an ever-changing economic climate. “Appendix A” to NACA’s testimony provides success 
stories of Native communities due to the direct support and funding from their corporations, for 
example: 

The lives of American Indians and Alaska Natives (AIAN) are challenging and often riddled with 
sub-standard social and economic conditions with limited opportunities to change the situation. 

There are many stories of struggle, such as, the village of Chenega Bay that survived an 
earthquake and tsunami and rebuilt twenty years later only to be devastated by the Exxon Valdez 
oil spill.'’ 

A village member, Donia Wilson-Abbott said that her generation “had even forgotten the 
word in their Native language for hope.”'^ NACA believes that bringing “hope” to Native 
communities is the passion behind all Native 8(a) firms. Where there is no “hope,” it should be 
restored. 

To that end, ANCSA and Tribal community-owned firms are energetically working to 
provide a better way of life and opportunity for their citizens and the regions around them. As 
every Tribe and ANCSA corporation is different, it is important for observers to realize the large 


" Government Accountability Office Report, Contract Management: Increased Use of Alaska Native 
Corporations’ Special 8(a} Provisions Calls for Tailored Oversight (GAO-06-399). 

” Id. 

” “The SBA Native 8(a) Program Brings Hope To American Indian and Alaska Native Communities!” by the 
Native American Contractors Association. 

Chenega Bay celebrates comeback after devastation, Channel 2 Broadcasting Inc., http://www.ktuu.com, by 
Rhonda McBride. 
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variance in the number of shareholders. It is quite appropriate therefore, that GAO noted the 
growth in shareholder numbers since ANCSA’s enactment. GAO wrote, “Overall, the 
corporations we reviewed saw a 31 percent increase in their number of shareholders since 
incorporation.”’^ 

■ The 2005 data related to cultural, social and economic benefits of government contracting 
and the 8(a) Program has been provided by self-disclosure of twelve (12) of the ANCSA 
Regional Corporations. In 2005, collectively these twelve Native corporations provided $31.8 
million in dividends to their 86,516 shareholders. Dividends are absolutely vital for the economic 
health of our shareholders, particularly those who continue to live in very rural Alaska Native 
villages where a gallon of milk can cost over $12.00 and fuel can run $6.00 a gallon. 

Empowering our Native communities through economic and cultural sustainability and 
developing the next generation of Alaska Natives through internships, youth programs and 
scholarships are essential for nurturing healthy communities. Tyan Selby, Executive Director of 
the Koniag Education Foundation, states: 

When people are educated within their own community that helps drive the economies of those 
communities, and helps strengthen them. Increased education and employment opportunities 
build stronger communities by decreasing unemployment, domestic violence, depression, suicide, 
child abuse, and dependency issues.’® 

Recognizing this need, twelve Native corporations provided $7.3 million in funding for 
additional shareholder programs such as school programs, Elder Trust Funds, potlatches, intern 
and youth programs in 2005. Additionally, these Native corporations donated $6.32 million in 
contributions to cultural and social program support for the Native and non-Native community, 
for programs such as cultural camps for youth and Elders and the United Way, and awarded over 
$9.5 million in scholarships to Alaska Natives pursuing a post-secondary education. 

The following is a brief description of some of the benefits provided by Native 
corporations: 

• Dividends. The GAO Report stated that 30 Native corporations provided $121.6 million in 
dividends to their shareholders in 2004. 

• Shareholder hire preference and job opportunities. Under PL 93-638 shareholders, Alaska 
Natives and American Indians receive preference in employment and are encouraged to apply for 
positions within Native corporations for which they are qualified for. Many Native corporations 
also have staff dedicated to assisting shareholders find employment, both within the corporation, 
with their business partners, and other companies. 

• Management Training. Native corporations are using 8(a) revenues to create management- 
training programs and to build sustainable businesses and Native economies. As cited in the 
GAO report, one-third of the 30 firms surveyed have instituted management-training programs. 


Government Accountability Office Report, Contract Management: Increased Use of Alaska Native 
Corporations ' Special 8(a) Provisions Calls for Tailored Oversight (GAO-06-S99). 

“Shareholder Success Stories - Tyan Selby, Executive Director, Koniag Education Foundation” by the Native 
American Contractors Association. 
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• Internships and Youth Programs. Most Native corporations provide internship programs and 
other youth programs, such as mentoring programs to develop future management for the 
corporation and leaders for the Native community. 

• Community infrastructure. Some Native corporations invest in infrastructure projects within their 
villages. For example, one corporation built a laundry mat in a community where there was no 
running water so that community members could do laundry and take a shower. Still other 
Corporations subsidize cable and internet or assist with shipping costs for their remote villages. 

• Subsistence Programs. Subsistence is the traditional way in which Native people have worked 
with the land and sea for thousands of years to gather food and other resources. The subsistence 
lifestyle is a main component of Alaska Native cultures. Many corporations support the 
subsistence lifestyle through subsistence advocacy programs, providing subsistence leave for 
their employees, and leasing its corporate lands to those who want to partake in subsistence 
activities (e.g. fish camps). 

• Burial Assistance. Many Native corporations provide burial assistance programs for families of 
deceased shareholders. The cost of a funeral is high and many Alaska Native cultures partake in 
a traditional burial practices, such as the mortuary potlatch, which requires tremendous resources. 
Assistance from the Native corporation may be in the form of cash, life insurance, or in-kind 
donations. 

• Land Leasing & Gifting. Most Native corporations have made their ANCSA land opening 
available for shareholders to use, either through leasing or gifting programs, for subsistence, 
recreational activities, primary residence and/or economic development opportunities. 

• Support of Non-Profits. Almost all Native corporations provide support for non-profit 
organizations that provide cultural, social and advocacy programs for Alaska Native people. 
Such organizations include education foundations, statewide advocacy organizations (e.g. the 
Alaska Native Justice Center, Alaska Native Heritage Center, and Get Out the Native Vote). 

• Elder Benefits. Many Native corporations provide benefits to their Elders. Benefits can include 
dividends, one-time financial payments, healthy meal programs or bus service. 

• Cultural preservation. Most corporations invest in cultural preservation programs. Some provide 
donations to museums, archeological research, documenting the culture and history of their 
community, cultural camps, and traditional language preservation programs. 

• Support of other corporations. Some Regional corporations help the village corporations in their 
area with economic development, resource management, records management, and community 
planning. 

Because of the restrictions on alienation of stock in ANSCA corporations — shares cannot 
be sold — what is not paid in dividends, scholarships, social programs, still benefits Native people 
by virtue of reinvestment in the corporation to build a better base of dividends, scholarships, and 
opportunity for the future. ANSCA corporations have an obligation to provide benefits in 
perpetuity to their Native shareholders. 

V. ANSCA Corporations — A Sliver of the Pie 

As shown in Table B, the percentage of all government contracts held by ANSCA 
corporations is small relative to all federal procurement dollars. In 2004, about 1 3 percent or 
$1.1 billion of all 8(a) contract dollars were awarded to Alaska Native Corporations that 
represent 100,000 Alaska Native shareholders. The remaining 87 percent or $7.3 billion of the 
8(a) contract dollars were awarded to roughly 9000 individually owned 8(a) companies. 
Furthermore, for 2004, the SBA reports that the federal government awarded more procurement 
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dollars to small firms than in the past. In 2004, small businesses were awarded $69.23 billion or 23% 
of all federal prime contract awards. In 2003, small businesses were awarded approximately $45.5 
billion in subcontracts from prime contractors. The total procurement amount to small businesses in 
FY 2004 is estimated by the SBA at $119.2 billion.'’ In 2004, Women-Owned Small Businesses 
received $9.09 billion. Small Disadvantaged Businesses (SDBs) received $1 8,54 billion, and Ser\'ice- 
Disabled Veterans-Owned Small Businesses received $1.15 billion in prime contract awards.'® 


Table B. Small Business Prime Contracts in Fiscal Year 2004 



AH Small SDBs Women- All 8(a) SBs Individual SDVs ANC 8(o)s 
Businesses Owned SBs 8(a)s 


VI. Government-wide Procurement Challenges 

Many of the principal criticisms presented in the GAO report are not specific to ANSCA 
corporation contracting, but rather are common to the entire procurement system. Still other issues 
address concerns that involve all small businesses, not just ANSCA corporations. While GAO’s 
scope was limited to a review of the ANSCA corporation portion of the 8(a) Program, a fair 
treatment cannot be obtained by viewing ANSCA corporations in isolation from overarching 
procurement problems that GAO has diagnosed in other reports. In fact, GAO acknowledged tliese 
broader procurement issues that it has previously reported on.'® By presenting these issues only in 
the context of the 8(a) Program, the GAO report obscures the wider public policy issues and 
minimizes their significance. 


” SBA, Office of Advocacy, The Small Business Economy: A Report to the President: Chapter 3 — Federal 
Procurement to Small Firms, page 41, 44 (2005). 

'* Id. at 55, 

’’ See Fn 7, Page 8, GAO, Contract Management: Increased Use of Alaska Native Corporations ' Special 8(a) 
Provisions Calls for Tailored Oversight (GAO-06-399): GAO, Federal Procurement: Spending and Workforce 
Trends, (GAO-03-433); GAO, Contract Management: Impact of Strategy to Mitigate Effects of Contract 
Bundling on Small Business is Uncertain (GAO-04~454); GAO, Small Business Contracting: Concerns About 
the Administration 's Plan to Address Contract Bundling Issues, (GA O-03-559T); GAO, Reporting of Small 
Business Contract Awards Does Not Reflect Current Business Ste, (GAO-03-776R); md GAO, Interagency 
Contracting: Problems with DoD 's and Interiors Orders to Support Military Operations, (GA 0-05-201). 
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ANSCA Corporations Are Not at the Root of Small Businesses Contractim 

Problems 

Contract bundling and consolidation are a systemic concern for policymakers, 
procurement officers, SBA officials, and small businesses. ANSCA corporation 8(a) firms play 
a minimal role, yet the GAO report implies that ANSCA corporations antagonize small 
businesses. Contracts are bundled because “increased demands to make the acquisition process 
quicker and less complex coupled with reductions in the overall acquisition workforce have 
driven acquisition managers to bundle requirements.”^® The Office of Federal Procurement 
Policy (OFPP) has found that substantially fewer small businesses are receiving federal contracts 
and the federal government is suffering from a reduced supplier base. It is not ANSCA 
corporations that inhibit the ability of small firms to win such awards, but rather the large 
number of tasks required by bundled contracts, their increasing dollar size, and their often broad 
geographic scope. 

A report prepared for the SBA’s Office of Advocacy found that, for every 100 “bundled” 
contracts, 106 contracts are no longer available to small businesses. Similarly, for every $100 
awarded on a “bundled” contract, there is a $33 decrease in contracts awarded to small 
businesses.^^'^^ Since bundled contracts typically run for a longer period of time and are broader 
in scope, the total number of new contract awards has declined. Consequently, although overall 
small business contracting dollars remained relatively constant, there has been a sharp decline in 
the number of new contract awards. The OFPP found that significantly fewer small businesses 
received federal contract awards: from a high of 26,506 in fiscal year 1991, to a low of 1 1,651 in 
fiscal year 2000.^“* 

If these contracts were not awarded to ANSCA corporation 8(a) firms, the requirements 
would nonetheless be bundled and likely available only for large businesses. Moreover, there is 
no guarantee these contracts would be awarded competitively in the absence of rules for ANSCA 
corporations. A far more prevalent trend is the use of large Indefinite Delivery Indefinite 
Quantity (IDIQ) contracts to avoid competition and protests from disappointed bidders, as 
GAO’s own Administrator, David Walker, recently pointed out to the Acquisition Advisory 
Panel.^^ 


Contract Bundling: A Strategy for Increasing Federal Contracting Opportunities for Small Business, Office of 
Federal Procurement Policy, (October 2002). 

Id 

The Impact of Contract Bundling on Small Business: FY I992-FY 1999, Eagle Eye Publishing for the SBA 
Office of Advocacy, (September 2000). 

We note that there has been some disagreement on how to intejpret the statutory definition of contract bundling. 
For example, GAO in the past has questioned the value of the Eagle Eye data in an earlier report on contract 
bundling because the definition used for [continued] bundling was different than the statutory definition. 
Nevertheless the OFPP report relied on the Eagle Eye data cited above as anecdotal evidence of contract 
bundling. 

^ Fn. 11. 

Testimony of David Walker, March 29, 2006, before the Acquisition Advisory Panel, as reported in BNA’s 
Federal Contracts Report, Vol. 85, No. 13, p. 357 (April 4, 2006). 
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The decline of small business contracting has also been exacerbated by the acquisition 
reforms of the 1990s, GAO found that the acquisition workforce was reduced approximately 22 
percent from 1990 to 1998.^* The GAO reported that, according to agency officials, contracting 
officials sought ways to streamline procurement practices partly as a result of workforce 
reductions. These practices include contracting vehicles such as blanket purchase agreements, 
IDIQ contracts, and GSA Federal Supply Schedules.^’ Pressure on agencies to do more with less 
results in the award of larger contracts, for which all small firms have difficulty competing. As a 
result, the list of the top 100 large federal contractors has changed very little despite reform 
efforts.^* 


Despite these well-documented systemic problems with the procurement system, a small 
but vocal few in the small business community have targeted ANSCA corporations as a 
convenient scapegoat. Unfortunately, the GAO’s report may exacerbate such mistaken 
assumptions. In reality, federal prime contracting has ballooned to over $300 billion in recent 
years. No group of small businesses has actually “lost” dollar volume; the only change is to the 
perception that others might have gained a proportionally greater share. The unfortunate truth is 
that, as a whole, all lawful participants in SBA’s contracting programs have seen their total share 
diminish well short of statutory goals (which, incidentally, are a floor — not a ceiling). Congress 
should respond to the advice GAO gave by urging the SBA and other contracting agencies to 
honor and enforce existing small business procurement goals and provide enough oversight to 
make these goals stick. 

Non-competitive Practices Pervade the Procurement System. 

To suggest that ANSCA corporations are the root of the Federal Government’s 
anticompetitive practices also belies the facts. During fiscal years 1998 through 2003, the 
Department of Defense awarded $362 billion in contracts without full and open competition, 
more than one-third of the Department’s procurement budget. The top five contractors alone 
received $145 billion in sole-source contracts from the Department of Defense.^’ 

SBA and Agencies Fail to Track and Enforce Limitations on Subcontracting 

ANSCA corporations have taken very seriously the limitations on subcontracting and will 
work with SBA and the agencies to develop a system to gather more data to demonstrate their 
compliance. That said, the limitations on subcontracting, which define the percentage of work 
prime contractors must perform, apply not only to ANSCA corporation 8(a) contracts, but also to 
all small business contracting programs.® The failure of SBA and other agencies to enforce 
these provisions is not limited to ANSCA corporations and cannot be properly viewed in 
isolation. In fact, in 2005 the U.S. Court of Federal Claims reported a decision involving the 


“ GAO-01-U9, Tretuk in Federal Procurement in the I990’s. 

^ See Major Clark III, J.D. and Chad Moutray, Ph.D, The Future of Small Businesses in the U.S. Federal 
Government Marketplace, SBA Office of Advocacy (2004). 

The Future of Small Businesses in the U.S. Federal Government Marketplace, p. 14. 

Outsourcing the Pentagon, Center for Public Integrity, (November, 2004). 

” See 13 C.F.R.§ 125.6. 
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subcontracting limitation regulations and the ofifender was not an ANSCA corporation,’' The 
GAO’s report does not acknowledge that this is an SBA-wide requirement and a government- 
wide shortcoming. 

The GAO report also has not acknowledged the fact that performance of work 
requirements provide a compelling advantage to all small business contractors, as well as 
taxpayers. As recently noted with respect to post-Katrina contracting, large prime contractors 
commonly use multiple layers of subcontracting to procure necessary goods and services.’’ At 
each level, primes and higher-tier subcontractors add administrative markups that, cumulatively, 
result in prices several times larger than the true cost of such goods and services. In small 
business contracting, the markup problem diminishes because small business prime contractors 
are required to self-perform most of their contracted work. The GAO report does not mention 
this important benefit of small business contracting. 

SBA and Aeencv Procurement Staffs Must be Increased. 

NACA supports any effort that brings relief to the long-suffering SBA workforce, 
especially the Alaska District Office, in addition, NACA welcomes efforts to increase agencies’ 
acquisition workforces and other resources. We regret that GAO did not tie this report to the 
body of research about the critical decline of the procurement workforce.” This shortage is at 
the root of each issue in the GAO report on ANSCA corporations: failure to track and meet 
small business goals; avoidance of competitive processes whenever possible; failure to track and 
enforce small business performance of work requirements; and improper expansion of contract 
scope to avoid new contracting actions. 

VII. 8(a) Sole-source Negotiated Procurement Process 

NACA disagrees with impression that the GAO report gives regarding the 8(a) sole 
source acquisition process as a quick and easy method. A sole source contract awarded through 
the 8(a) program involves extensive negotiations between a contracting officer and a potential 
contractor. It is through this process that the government gets the benefit of the best value of 
goods and services that are available from the marketplace. This process is outlined below: 

Steps in an 8(a) Contract Award 

1. Under an 8(a) procurement, a contracting officer (CO) may meet with an 8(a) firm to discuss 
technical requirements, timing, and capabilities. This meeting establishes a firm’s “bona-fides,” 
and might include a discussion of the firm’s capability relevant to the agency requirement, 
additional capabilities of the firm, past and current successful performance examples, financial 
capacity, innovative or non-traditional approach to developing cost effective/cost reducing 
performance, special certifications held by the firm, key personnel, history of the firm and any 
other information either deemed relevant or as requested by the agency. 


” See e.g. Transatlantic Lines v. United States. 68 Fed.CI. 48, (September 30, 2005). 

See e.g. Multiple Layers of Contractors Drive Up Cost of Katrina Cleanup, Washington Post, p. A 1 , (March 
20, 2006). 

” See GAO High-Risk Series -An Update, GAO-05-207 (January 2005). 
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2. If the CO is satisfied that the 8(a) firm can meet his requirements, he will ask for permission from 
the SBA to hold sole source negotiations with the 8(a) firm. SBA formally accepts the 
procurement into the 8(a) program, certifies that the chosen 8(a) is qualified, and delegates 
authority to the CO to negotiate with the 8(a) firm. 

3. Often the CO will initiate an integrated process to develop a statement of work, clarify all 
elements of the work statement, identify efficiencies that may provide cost savings, and establish 
evaluation criteria. 

4. This process establishes a positive working relationship between the parties and a means to 
resolve disputes. Most critically, both parties reach an understanding of the outcomes of a 
requirement and of how the contractor will achieve those outcomes. This virtually eliminates 
“downstream” claims and adjustments. 

5. The CO then requests a technical and cost proposal, and negotiates cost and terms with the firm. 
Often, the cost volume for an 8(a) proposal is significantly more detailed than a competitive 
proposal. This ensures the Government has sufficient detail to determine cost reasonableness and 
that the American taxpayer is getting best value. 

6. Most sole-source 8(a) proposals are then “audited” by the Defense Contract Audit Agency 
(DCAA) at the procuring agencies request. On a large procurement this audit can be extremely 
comprehensive including evaluation of labor rates and associated burdens, detailed examination 
of other direct cost elements including review of vendor quotes and estimates for everything from 
insurance to office supplies. Pricing for equipment items and comparison to the requirement are 
checked and an evaluation of General and Administrative (G&A) rates and overhead rates. 
Finally a review of the proposed fee structure is completed. This level of strict scrutiny is rare in 
a full and open competition. 

7. The DCAA reports the findings of the audit to the agency. The agency will then establish their 
negotiating position and schedule negotiations with the firm. The government usually prepares 
its own estimate of the cost of the services and uses that estimate, along with the results of the 
DCAA audit as the basis for negotiations. 

8. Negotiations are formal, arms-length discussions and all elements of the contractor’s proposal are 
discussed, justified, modified and eventually agreed upon. Proposed staffing levels are discussed 
and compared to requirements. Materials, equipment, other direct costs and indirect costs are 
typically scrutinized and validated against the requirement. The government is generally well 
prepared for these negotiations as it is their responsibility to obtain the best value for the 
taxpayer. Often, a contractor winds up with a contract price that may be significantly less than 
expected as a result of not having solid, documented pricing justification in the form of vendor 
quotes or historical justification, or a poor analysis of the requirement. 

9. Once all requirements and pricing is agreed to, the government, depending on the magnitude of 
the contract, forwards their recommendation for award through the proper review and approval 
chain of command. Once approved, the contract is then awarded and the contractor begins the 
process of transition and full performance. 

Despite superficial claims that 8(a) sole-source contracting is merely a convenient 

method for the government, there is probably no other contract vehicle subject to more scrutiny. 

This process provides checks and balances to assure fair and reasonable pricing and to achieve 

the best value for the American people. 
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VIII. Conclusion 

In closing, we echo the GAO’s finding that the 8(a) program helps Native Entities to 
overcome economic barriers, create and expand businesses, participate in the federal 
marketplace, and provide cultural and social benefits to their communities. Fostering the 
development of successful small business contractors advances the government’s interests by 
broadening and diversifying its industrial base of service providers and suppliers. Combating the 
consolidation of the government contracting industry into a few dominant large businesses 
results in more competition and lower prices for the government. By providing different 
contracting provisions to qualified Native Entities, Congress increases the likelihood of 
sustaining business opportunities, ownership, and revenues for Native Americans. 

To continue this success and progress that has been made we make the following 
recommendations: 

1. NACA will work with the Administration and others to improve the way the 8(a) program works for 
all 8(a) participants including advocating for sufficient staffing and resources for the SBA to 
implement the 8(a) program. Additionally, as noted, by GAO on page 45 of the report, some of the 
GAO recommendations to the SBA (limitations on subcontracting and notification of contract 
modifications) are not limited solely to ANSCA corporations but rather apply to all 8(a) contracting 
activity. 

2. NACA will work with the Administration and others to improve data collection, monitoring and 
oversight to better reflect the unique nature of Native Entities that participate in the 8(a) program. 

3. NACA will develop a “Best Practices Guide” that can be adopted by our members to improve record- 
keeping and reporting mechanisms to address issues raised by the GAO report such as tracking 
primary and secondary NAICS codes and tracking primary revenue generators, documenting 
compliance with the limitation on subcontracting requirements, compliance with ownership 
limitations and business mix requirements, and other issues. 

4. NACA will work with other small business groups to make sure that all federal agencies meet their 
small business contracting goals and will seek out creative ways to increase small business 
participation in federal contracting opportunities. The federal contracting pie is enormous with over 
$300 billion worth of goods and services purchased last year — there is sufficient opportunities for all 
small businesses to participate. Indeed, as GAO noted the ANSCA corporation 8(a) share of this pie 
for 2004 was $1.1 billion and $7.3 billion to all other 8(a) firms. Furthermore, for 2004, the SBA 
reports that the federal government awarded more procurement dollars to small firms than in the past. 
In 2004, small businesses were awarded $69.23 billion or 23% of all federal prime contract awards. 
In 2003, small businesses were awarded approximately $45.5 billion in subcontracts from prime 
contractors. The total procurement amount to small businesses in FY 2004 is estimated by the SBA 
at $1 19.2 billion.” 

Thank you for the opportunity to testify. I look forward to working with you and the 
Administration on ways to improve this critical 8(a) tool which is bringing much needed 
economic development to a group of Americans historically far less able to access the American 
dream. 


” SBA, Office of Advocacy, The Small Business Economy: A Report to the President: Chapter 3 — Federal 
Procurement to Small Firms, page 41,44 (2005). 
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Native 8(a) Program Brings 
Hope to Indian and Alaska Native Communities! 

By the Native American Contractors Association 



American Indian and Alaska Native community members are realizing the 
positive impacts of the Small Business Administration’s (SBA) Native 8(a) 
Program. In fact, recent testimony at the Senate Committee on Indian 
Affairs’ (SCIA) oversight hearing on economic development highlighted 
the SBA Native 8(a) Program as one of the most successful laws 
Congress has enacted to foster self-sufficiency and economic 
development in Native communities. The Native American Contractors 
Association’s (NACA) testimony at the SCIA hearing reported that these 



8(a) provisions are rare examples of federal policy successfully 
fulfilling Congressional Intent to advance federal procurement goals 
and simultaneously help build self-sustaining economic drivers and 
self-reliance in our Native communities. 

The lives of American Indians and Alaska Natives are challenging and 
often riddled with sub-standard social and economic conditions with 
limited opportunities to change the situation. There are many stories 
of struggle, such as, the village of Chenega Bay that survived an 
earthquake and tsunami and rebuilt twenty years later only to be 
devastated by the Exxon Valdez oil spill. A village member, Donia 
Wllson-Abbott said that her generation “had even forgotten the word 
in their Native language for hope.”’ 

The 8(a) rules applicable to Tribes and ANCs differ, purposely, from 
the rules that govern 8(a) companies owned by individuals. The core 
mission of ANCs includes generating community-wide benefits and 


meeting social and cultural needs of their economically and socially 



disadvantaged communities. ANC-owned 
8(a) companies provide many benefits to 
shareholders, including higher-skilled and 
higher paying jobs, scholarships, and 
training. In contrast, the benefits of an 8(a) 
company owned by an individual are 
retained by that individual owner. The 
following provide insight into the diverse 
sharing of corporate opportunity and 
profits. 


* Chenega Bay celebrates comeback after devaslatton, Channel 2 Broadcasting Inc.. hftp://www.ktuu.com, by Rhonda McBride. 
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Exceptional Performance Leads to 
Benefits for Alaska Natives 

Alutiiq, LLC, Kodiak, Alaska 

The excellent performance and corporate citizenship of Alaska Native 
Corporations and tribes have resulted in outstanding award fees, future 
contract opportunities and strong relationships within the local 
communities where we work. All of this leads to benefits for over 1 20,000 
disadvantaged Alaska Natives. Below is the success story of one Alaska 
Native Corporation which participates in 8(a) government contracting, 
Alutiiq, LLC, a wholly-owned subsidiary of Afognak Native Corporation. 




The Chugach Management Services, JV (a joint 
venture between Chugach Alaska Corporation and 
Alutiiq, LLC) has consistently received above 97 
percent award fees since it began the Kirtland Air 
Force Base operations and maintenance contract in 
July 2000. Their last award fee of 98 percent, awarded 
in March 2005, was based on the Joint venture’s 
“...unwavering support to team Kirtland customers 
[which] was continuous and consistent... you and your 
employees will take us to a higher level of excellence." 
Henry L Andrews, Jr,, Colonel, USAF Commander. 

Alutiiq's exceptional award fees are a direct result of 
our hard working, high-caliber employees. On another 
contract two Alutiiq employees. Senior Officer Delaney 
Jefferson and Sergeant Steven Hill, were both 
presented with coins by Fort Carson’s Commanding 


General 



Robert Wilson for their outstanding 
performance, attention to detail, and handling 
of an individual who attempted to gain access 
to Fort Carson under false pretenses. We are 
proud of our employees and their outstanding 
performance. 

Alutiiq often hires retired law enforcement and 
military personnel on our contracts. In 
response to our efforts, Alutiiq earned the 
Employer of the Year Award from the 
Veterans of Foreign Wars (Department of 
North Carolina) In the “over 250 employees” 
category. Alutiiq was then nominated and 
awarded the National Employer of Veterans 
Award, which we will receive in August 2006. 

Alaska Native people have survived off our 
traditional land and sea for 10,000 years. 
Over the last 200 years of western occupation 
the Alutiiq people have faced epidemics, war. 
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and famine, all devastating our culture and leaving little for economic and 
social prosperity. To combat this, each year Afognak Native Corporation 
provides employment opportunities, donations and volunteer support to 
various organizations within the Alutiiq community to increase our 
people’s quality of life and foster Alutiiq culture and education. 

All Alaska Native Corporations are focused on providing employment 
opportunities for their shareholders. Many, if not all, have instituted some 
level of shareholder hire and training programs. Alutiiq (the wholly-owned 
government contracting subsidiary of Afognak Native Corporation), like 
most of the ANCs, has staff dedicated to assisting shareholders find 
employment within our family of companies, and with other organizations. 
The staff also helps shareholders obtain the training and educational 
opportunities necessary to improve their skills and job prospects. 

As a wholly-owned subsidiary, the profits of Alutiiq flow up to Afognak 
Native Corporation. Afognak utilizes these profits to provide shareholder 
benefits in a number of forms, including Individual scholarships. We are 
only now beginning to see the results of these vital programs as our youth 
begin graduating with vocational, undergraduate and graduate degrees in 
everything from mechanics to education and business management. 
Many are the first in their families to earn a vocational or college 
education. Today these young leaders help our Native community by 
teaching, serving in the social work field or leading our businesses. 

To increase the quality of life for our almost 700 shareholders, Afognak 
provides an annual dividend. In 2005, Afognak paid a record $10.8 
million in dividends as a direct result of our participation and success in 
the 8(a) program. In addition, the Afognak Board designed its 
Shareholder Permanent Fund so that dollars from its business 
development operations could provide long-term economic benefits to the 
Shareholders. These dividends mean a tremendous amount to our 
shareholders - young families just starting out, Elders, and families who 
live a subsistence lifestyle In our traditional village. 



Each year Afognak provides donations and in-kind contributions for 
programs that support cultural and social growth of our Native community. 
For example, Afognak initiated a series of Alutiiq cultural camps in the 
mid-1990's to save our traditional way of life. These camps, now run by 
the Native Village of Afognak, teach our Alutiiq children traditional dance, 
language, history, and subsistence from Native leaders and Elders. 

Each year Afognak supports the Alutiiq Museum & Archeological 
Repository, Through financial and in-kind support from Afognak and 
other Native organizations the Museum travels to each of the rural 
communities in our region to teach our Native children traditional ways. 
In the spring of 2005, our children learned how to make Alutiiq bentwood 
boxes, a skill that has not been taught In more than 1 00 years. 

Afognak has partnered with the Alutiiq Museum and other Native 
organizations to rescue our archeological sites in order to save 10,000 
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years of Alutiiq history from vandalism and 
erosion. To date we have gathered tens of 
thousands of artifacts, collected from our joint 
excavations on Afognak Island. These fragile 
irreplaceable treasures, gathered for our people 
by our people, are truly a library. They contain 
incredible information on our ancestor's lives. 
They hold the stories of our people that are 
available from no other source. 

Each year Afognak supports these, and other, 
cultural programs through donations and in-kind 
contribution. We are proud of our history, of our 
ability to sunrive and the future opportunities we 
are able to provide to our children. 


Contact: Sarah Lukin 

Corporate Communications Manager 
Alutiiq, LLC 

Phone: (907) 222-9586 
Email: slukin@alutiia.com 
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Community Enrichment: From Survival to Success 

Chenega Corporation, Chenega Bay, Alaska 

“The Chenega Corporation almost didn’t happen. After the 1964 
earthquake, the village fell apart and survivors had to fight to be included 
in the Alaska Native Claims Settlement Act. Today, the village is 
celebrating a unique success story." ♦ According to a recent news report, 
the Chenega Corporation had a big hand in reviving the community, 
building a dock, funding three new buildings to include a health clinic, and 
establishing culturally enriching programs for the children like traditional 
dancing. 

The corporation is also helping to bring a general store to the village, 
providing new hope and many successes. “I think the village itself would 
not have been reestablished without the help of the corporation," said 
Pete Kompkoff, Chenega Bay Village Administrator.* Also reported was 
that in 2005, “Chenega’s village corporation reported more than $18 
million in profits, a lot of it was earned through oversight of government 
contracts. Chenega employs more than 3,000 people and 
about 2,500 subcontract employees in 38 states and nine 
foreign countries."^ 




Boathaitor, Gheriega Bay Village. 
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Chenega Bay Village. 


Chenega Bay celebrates comeback after devastafen, Channel 2 Broadcasting Inc., ht^:/Avww.ktuu.com, by Rhonda McBride. 

* Chenega Bay celebrates comeback after de\mstatk>n, Channel 2 Broadcasting Inc., http://Www.ktuu.com, by Rhonda McBride. 

* Cherrega Bay celel^ates comebadt after devastation, Channel 2 Broadcasting Inc., hip:/Avww.ktuu.com, by Rhonda McBride. 
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S & K Technologies: A Vision of the Future 

A Tiibaily Owned En^rprise of the Confederated Salish & Kootenai Tribes of Montana 




"J-ioid that Pose” 
by Bmn Dupuis 



"Untitled" 

By Deanm Kenrrnlle 


(St. Ignatius, Mont.) - Inherent to S&K Technologies' (SKT) mission 
statement, the company continues to support important community 
projects that are critical to the tribal cultural value system of the 
Confederated Salish and Kootenai Tribes. 

One project that SKT is particularly proud of sponsoring is Our 
Community Record, a program whose participants include students of the 
Two Eagle River School, located In Pablo, Montana. 

Since 2001 , middle and high school students at Two Eagle River School 
have been enthusiastic participants in this unique project that challenges 
them to express their personal vision and experience by documenting 
their community, culture, and history through photographic studies. Most 
recently in both 2004 and in 2005, SKT contributed a significant grant to 
Two Eagle River School to allow for the continued progress of Our 
Community Record. 

This contribution helps the program with such costs as photographic 
equipment, educational field trips, photographic printing supplies, and 
most importantly, classroom instruction from critically acclaimed 
professional resources. 

Through this project, SKT is helping to make a difference in the lives of 
young people on the Flathead Indian Reservation. Our Community 
Record empowers youth to learn about visual communication and 
technical production, in addition to fostering their work as effective artists 
and story tellers. 

Two Eagle River School is a Bureau of Indian Affairs-contracted, 
educational institution of the Confederated Salish and Kootenai Tribes. 
The school senres Native American students in the 7th through 12th 
grades. Approximately 1 30 students attend Two Eagle River each year, 
with about 30 students graduating annually. 

SKT is a tribally owned enterprise of the Confederated Salish and 
Kootenai Tribes of Montana, and recently graduated from the Small 
Business Administration’s 8(a) Business Development Program in 2006. 


Photogrsphs by students at Two Eagle River School. 
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Maintaining Our Traditional Way of Life 

Gary Kompkoff, Native Village of Tatitlek, Alaska 



village hunters teaching child how 
to harvest subsistence foods for 
community. 


“My name is Gary Kompkoff, I’m a Chugach Alaska Corporation board 
member for the last six years, and also Chief of the Native Village of 
Tatitlek for the last 28 years. The most noticeable change to me 
[regarding opportunities since the success of ANC businesses] is the 
renewed sense of pride that the people in our community have. And being 
a Chugach Native, to me, it’s reflected not Just by individuals but by the 
communities and by their region as a whole. 

The most noticeable impact of the dividends has been on the assistance 
that they provide in continuing the subsistence lifestyle that the people in 
my village live. The dividends have helped hunters and fishers buy the 
supplies - the gas, the ammunition - everything they need to continue the 
subsistence han/est. With the increased price of fuel and the increase 
price of supplies, these dividends have really helped the people of Tatitlek 
continue their subsistence lifestyle. 

The Elders’ dividends are - Tatitlek is a remote community accessible 
only by boat or by plane - so the dividends that they receive are really 
helpful in getting them to proper medical facilities for medical care and 
helps them with the purchase of the medicine that they need. And also, 
like with everyone else, not Just Elders, helps with the purchase of stable 
goods such as groceries in the village. 

[If the 8(a) program was eliminated] there would be some differences - 
the noticeable difference would be the ability of our hunters and fishers, 
especially, to buy the things that they need for subsistence harvest. 
Another noticeable difference would be on single mothers; these 
dividends are really helpful in providing them with some kind of income, 
The cultural pregrams that Chugach and Chugach Heritage Foundation 



have started are one of the most Important 
things that Chugach does at the present time, I 
think. The preservation of the Alutiiq culture is 
one of the top priorities of the Native community 
and to take away the funds that they contribute 
towards that goal would be really harmful." 
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S & K Electronics: Over 20 Years of 
Providing Quality Products 

A Tribally Ownad Enterprise of the Confederated Salish & Kootenai Tribes of Montana 


(Pablo. Mont.) - For centuries, detailed handiwork and craftsmanship have been 
a way of life for Native Am^ican people. Today S&K Electronics (SKE) is guided 
by this same pride in workmanship and it shows in every product that they make. 

As a leading manufacturer of cable assemblies, wiring harnesses, electronic and 
electro-mechanical products for both industry and government, SKE continues a 
20-plus year tradition of building products that improve the lives of people around 
the world. 

Started in 1984, the company began, with about five employees, as a 
manufacturing enterprise of the Confederated Salish and Kootenai Tribes of 
Montana. 

By 1990, the company was certified under the Small Business Administration’s 
(SBA) 8{a) Business Development Program. Under this program, SKE grew and 
developed critical Infrastructure until 1999 when the company successtetly 
graduated out of 8(a) status. 

Today the company boasts employing 108 personnel, with $10 million in annual 
sales in Fiscal Year (FY) 2005, and every year since graduation, the company 
has continued to progress. This year is no different with SKE projecting $12 
million in sales for FY 2006. 

The portfolio of SKE clients has grown to include about 50 percent in government 
related contracting, with the other 50 percent based in private industry. 

SKE is housed In Pablo, Montana, on the Flathead Indian Reservation, in a 
spacious 40,000 square foot facility with an impressive array of new generation 
manufacturing and testing equipment that is maintained and operated by our 
highly skilled employees, of which the company is proud to have over 62 percent 
tribally affiliated personnel. 

The quality of products manufactured . by the tribal enterprise has firmly 
established SKE as the value priced producer of electronic goods and services 
in a highly competitive industry, in addition. SKE has also developed 
engineering services that now provide critical design support and development in 
addition to the production services that their clients need. 

“Primarily, we provide a business of significant opportunity in a 
continually growing field of electronics manufacturing." Larry Hail, SKE 
General Manager and President said. "We provide steady, good- 
paying work, and we emphasize being good neighbors through our 
community outreach program which includes corporate sponsorships, 
and volunteering." 

SKE has also become an important resource for electronics and 
engineering research based within Montana’s university system, in 
addition to providing important internship and work study for many 
students who attend Montana State University’s School of Engineering. 

Contact; Larry Hall, SKE GM/President 
406-883-6241 ph 
Larry Hall@skeconj.com 
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Chugach Development Corporation: 

A Graduated 8(a) Company with Sustainable Operations 

An ANC 8(a) enterprise of the Chugach Alaska Corporation 



The first of now five graduated 8(a) companies of the Chugach Alaska 
Corporation, Chugach Development Corporation (CDC) may soon become the 
model for how other graduated 8(a) companies can succeed in the competitive 
federal maiicetplace. CDC’s core competency is in facility maintenance. As an 
8(a) company, CDC was Instmmenta! in helping Chugach Alaska Corporation 
pay off Its Chapter 11 bankruptcy debts and starting a new business course. 

In 1991, the Regional Corporation was in dire straights and filed for bankruptcy. 
Its resource>based companies had struggled for years with limited success and 
no long-term hope of sustainable operations. Then, with the Exxon Valdez oil 
spill disaster, the Regional Corporation was nearly forced to liquidate all assets 
including their shareholder’s land base. The gradual turn to success started 
when the Board of Dire«rtore made the decision to hire executives who had 
government contracting experience and entered the government contracting 
arena with CDC. 

By 1994, CDC had two small contracts. 60 employees, and a long-term vision 
that included expanding outside of Alaska. That vision paid off in 1996 when 
CDC received their first major contract with the U.S. Navy. By 1997, CDC had 
developed significant capabilities in delivering the government quality, timely, and 
cost effective facility maintenance services. When CDC voluntarily graduated the 
8(a) program In 1998 due to exceeding the program’s size standards, Chugach 
Alaska Corporation was well on their way to paying off millions to bankruptcy 
creditors, diversified into four other subsidiaries, and shared a vision for long 
term success with their 1,950 originally enrolled shareholders. 



CDC's even greater story is In their success outside of the 8(a) program. To fully 
appreciate any d(a) company's ability to openly compete with giants, such as. 
Lockheed Martin. Raytheon, and Boeing, observers must consider size, 
product/service, and capital. The giants of the competitive government 
contracting market have had 60 plus years to create their competitive 
advantages which include the substantial capital needed to go after major 
contracts. Responding to a major contract takes expertise and months of 
manpower costing up to 3 percent of the contract award - a $100 million dollar 
contract may cost upwards of $3 million dollars in responding. 



How does a government contractor like CDC, fresh 
out of the 8(a) program, succeed in a market 
dominated by powerful and capita! rich companies? 
In CDC’s case, the management team made the 
strategic decision to not go it alone. They networi^ed 
with their competitors convincing government 
contracting giants that CDC can deliver quality, 
timely, and cost effective work in facility maintenance 
and logistics. Teaming with Bechtel and Lockheed 
Martin. CDC won their first major full and open 
competitive bid contract, and they have never looked 
back. As a prime or sub-contractor, CDC has $80 
million in outstanding contracts and 1,400 total 
employees. CDC has the reputation of being “the 
& little company that could!” 
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SpecPro, Inc: Teaming for Success 

An ANC 8(a) Enterprise of the Bristol Bay Native Corporation 



Photos of Shsreholoifflrs provided 
by Brifito! Bay Native Corporation, 


“SpecPro, Inc., an ANC 8(a) specializing in engineering and technical, 
information management and environmental services; and TerraHealth Inc. 
(THI), an 8{a), State HUB, Small Disadvantaged. Veteran, and Minority-Owned 
Business specializing in medical staffing and consulting, infoimation technoiogy, 
mental health, and vocational resource services; were awarded the national 
Department of Defense Nunn-Perry Award for their achievements in the Mentor- 
Protege (M-P) Program. The annual award recognizes accomplishments for both 
Mentor and Protege companies that achieve cost efficiencies, enhance technical 
capabilities, and increase small business opportunities for PoD prime contracts 
and subcontracts. 

SpecPro’s strategic alliance with the University of Texas at San Antonio, an 
Historically Black College University/Minority Institution, has provided THI with 
the capabilities to meet and exceed all three year program goals within the first 
nine months. These goals include double annual revenues each year, increase 
revenue to $4.5 million by final year, increase number of employees to 250 by 
final year, increase profitability by 10 percent each year, increase cash reserves, 
and win at least three prime contracts. 

Together, SpecPro and THI employ over 250 San Antonio residents. SpecPro 
continues to look for other (^portunities to help companies further their growth, 
and THI will continue to develop and mature as a mode! for new small 
businesses to follow.* 


Bristol Bay Native Corporation. SpecPro’s parent company, was formed under 
the Alaska Native Claims Settlement Act and is made up of 7,300 shareholders 
who are Eskimo, Indian and Aleut. The Bristol Bay region is 150 miles southwest 
of Anchorage. Alaska, and is 40,000 square miles in size. 


' Except from SpecPro Press Release, httpV/www.speq)roHnc.com/awards.html, “SpecPro and TerraHealth Win National 
Department of Defense Award.” 
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Mandaree Enterprise Corporation: 

A Tribal 8(a) Firm Helping Tribal Members 

Excerpt from the National Center for American Indian Enterprise Development whitepaper, 
“SBA Certified Tribal 8(a) Programs Help Native Americans!” 



The Three Affiliated Tribes' Mandaree Enterprise Corporation (MEC) is an SBA 
8{a) certified business located on the Fort Berthold Indian Reservation in North 
Dakota. Established In 1990, MEC is owned and operated by the Three Affiliated 
Tribes of the Mandan, Hidatsa, and Ankara Nations. From a small community 
with a population of less than 400 people, MEC has grown its business from 
employing five people to employing over 90 employees today, and adding 30 
more positions on the reservation In the next 60 days. 

In 1994, the ccMTipany's fiiture looked very bleak, on the brink of bankruptcy, so 
the board of directors of the corporation decided to reorganize its business. In so 
doing, they hired a new chief executive officer. Today, when the economy is 
uncertain, especially for small businesses, Chief Executive Officer Clarence 
O'Berrry has taken the struggling fimn to the status of a thriving SBA 8(a) certified 
business. 

MEC achieved SBA 8(a) certification in 1997 and credits its phenomenal growth 
and success to participation in the 8(a) program, networking at the National 
Center for American Indian Enterprise Development’s Reservation Economic 
Summit (RES) and other national conferences, and MEC's commitment to quality 
and on-time product and service delivery. 


With 90 employees world wide - 60 percent Indians - MEC currently has four 
divisions that offer products and services globally and operates out of 10 offices. 
This year, MEC gross revenues will top over $33 million, from $4,3 million in 
2002, $8 million in 2003, and $20 million in 2004, 


MEC supports charitable community organizations that concentrate on youth 
activities, education, econortic development, community sponsorships, and 
financial assistance. As a tribaliy owned 8(a) certified business, MEC leverages 
small business initiatives NOT to get rich, but to train, educate and improve the 
quality of lives - Native American and non-Native - for employment opportunities 
that otherwise would NOT be available. This directly reduces social hardships 
that many Native Americans face in Indian Country, 

"The beauty of our SBA 8(a) business Is, we've only scratched the surface, there 
are so many opportunities, the possibilities are endless." says O'Berry.^ 


^ Clarence O’Berry in inter\^ew vwth NCAIED, Chief Executive Officer, Mandaree Enterprise Corporation. 
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Integrated Concepts & Research Corporation (ICRC): 
Teaming for Success 

An ANC 8(a) Enterprise of the Koniag, inc. 



ICRC, a diversified technical and management services company that serves the 
government market, is a subsidiary of Koniag Development Corporation, an 
Alaska Native Ccwporation. (CRC's strategic plan includes teaming with locally 
owned small businesses, such as, Qualis Corporation, a woman-owned small 
disadvantaged business located in Huntsville, AL. 

An aerospace materials testing contract at Marshal Space Flight Center (MSFC) 
in Huntsville, AL. brought these two companies together. The procuring agency 
detemiined that there were Native American companies capable of doing the 
woric and it was in line with NASA’s small business strategy and goals. ICRC, 
having the required past performance, and Qualis, having complimentary 
qualifications, decided to team and present their joint qualifications to MSFC. 
After a very comprehensive evaluation of the !CRC/Qua!is team, MSFC entered 
into negotiations with ICRC and awarded them the Materials Testing for 
Aerospace Environments (MTAE) contract on March 1, 2001. The $12.3 million 
five year contract value was divided 51 percent for ICRC and 49 percent for 
Qualis. For every completed year of the MTAE contract, the ICRC/Qualls team 
has been earned the maximum, 100 percent, of its performance and cost 
incentive fees. 



The companies also teamed on a NASA 
contract providing the agency superb 
technical support and lower costs. The 
ICRC/Qualis team has a reputation for 
consistently under running target incentive 
budgets by nearly 10 percent and through 
other initiatives has allowed NASA to avoid 
close to $1 million in contract costs. 


Photos fay Wiil Anderson, Koniag, Inc. 
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Preserving our Traditions: 

Language Preservation Programs for the Alutiiq People 

Shauna Hegna, Kodiak island, Alaska 



“...preserving thewsdomof our Eiders 
irt the voices of our youth," 

' Shama Hegna 



Chiidmn !.n Old Harbor, Alaska 
teaming tfie Alutiiq language. 


"In my own community, I have been very Involved in the language 
revitalization movement and through its funding, by our Native 
corporations, we have been able to develop programs and projects that 
will not only save but revitalize our language. The Alutiiq language has 
less then 50 fluent speakers and so it's very important that we save that 
language before we lose it completely. We have 34 fluent speakers and 
the average age of fluent speakers is 72 years old. What's important is 
what we are doing to save it and not only saving it but revitalizing it and 
preserving the wisdom of our Elders in the voices of our young. We have 
now been able to pair five fluent Elders on Kodiak Island with a dozen 
adults that are willing to learn the language who spend up to 10 hours a 
week speaking Alutiitslun, nothing but Alutiiq. And really developing 
materials and volunteering in preschools and teaching the language to 
kindergarteners and first graders and high schoolers and anybody and 
everybody that would listen. It's because of that perseverance and that 
education, of not only our Native corporations, but our people and cultural 
revitalization that the next generation of Alutiiq people are not only going 
to know what is means to be Alutiiq, but be able to know what it means in 
our language to be Alutiiq.’ 



April Laktonen-Counselor, Alutiiq Language Manager for the Atutiiq 
Museum, teacMng the Alutiiq language to children at the Dig Afognak 
Cultural Camp. 
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Derik Frederiksen 

General Manager 

Sealaska Environmental Services (SES) 

Seattle, Washington 

“As a Tslmshian shareholder in the regional Alaska Native 
Corporation, Sealaska Corporation, I have personally gained 
from my and my family’s involvement in Sealaska and the 
opportunities that the corporation has provided for 
me. Throughout my college education and early career, 
Sealaska has provided tremendous support. For both my 
undergraduate and graduate degrees, I received six total 
scholarships and interned twice for the corporation in the Natural 
Resource department. Working for the coiporation provided 
tangible, real life skills that helped launch my early career. After 
the successful completion of my graduate studies, I was offered 
the chance to come back to Sealaska and help the corporation 
in business development. 

Since my return, I have worked with Sealaska and successfully started and 
launched Sealaska Environmental Services (SES), an environmental services 
company that entered the U.S. SBA 8(a) business development program. Within 
three years. SES has organically grown from an idea within the Natural Resource 
Department, to a start-up company, to a viable small business with two 
environmental contracts from the U.S. Department of Navy valued up to $50 
million. As a shareholder with the vested interest and long-term well being of the 
company as one of my core directives, I feel strongly in trying to give back to the 
coiporation that made much of my career possible." 



Tony Cange 

Manager of Finance and Accounting 
Frontier Systems integrators 
Anchorage, Alaska 



“My name is Tony Cange, I am Alutiiq and a descendant of Konlag Incorporated. 
I work for Frontier Systems integrators, which is a subsidiary owned in part by 
Koniag. I am originally from Anchorage. Alaska. I was born and raised here, i 
went to college in the states. University of Utah, and returned to Anchorage. The 
Native corporations have helped the people in that, my grandparents and great 
grandparents were cannery workers and commercial fishermen. They wouldn’t 
have had the knowledge or the resources to do the things that Koniag family has 
been able to do for them. The investments, the health care - all those benefits 
they get and receive as a result of Koniag. 

1 was a scholarship recipient from Koniag Education Foundation. I had 
scholarships through college and worked for one of the subsidiaries. ! have my 
degree In finance from the University of Utah. I plan to go back on scholarship to 
get my master’s degree." 
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Karl McLaughlin 

Senior Vice President Information Technology 
Afognak Native Corporation 
Kodiak, Alaska 



Karf McLaughlin, a shareholder of Afognak Native Corporation, began his career 
over 10 years ago as an intern at Afognak. Later he became a network 
technician. He climbed the ranks of the company while finishing his formal 
education, paid for through Native organization scholarships. Karl graduated 
with a Bachelors degree from the University of Alaska and later earned additional 
Information Technology related certificaiions. Today Karl is the Senior Vice 
President of Information Technology at Afognak and oversees all information 
Technology related operations for over 4,300 employees nationwide, supervising 
14 people and one intern in his department. 

“I grew up as a commercial fisherman - my whole family did, my grandparents, 
my uncles. I grew up on the boats and it was prosperous for sometime, but as 
the markets continued to go down then it became apparent that was not 
something that I wanted to do. Then I was actually offered an opportunity to be 
an intern over at Afognak Native Corporation...! actually went straight from the 
boat, got off fishing and started working it the next day.” 


Tyan Selby 
Executive Director 
Koniag Education Foundation 
Kodiak, Alaska 



A Koniag shareholder, Tyan is a leader for Koniag Education Foundation, a non- 
profit region-wide scholarship foundation providing funding to college and 
vocational students for Koniag shareholders and descendants. 'The Koniag 
Education Foundation gave out $180,000 to 163 Alaska Native scholarship 
recipients last year, so there’s a very practical way the education foundation has 
affected the lives of Alaska Natives, their families, and their communities. When 
people are educated within their own community that helps drive the economies 
of those communities, and helps strengthen them. Increased education and 
employment opportunities build stronger communities by decreasing 
unemployment, domestic violence, depression, suicide, child abuse, and 
dependency issues." 
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Shauna Hegna 
Deputy Director 
Rural Cap 
Port Lions, Alaska 

Shauna Hegna grew up in the remote Native Village of Port Lions on Kodiak 
Island, in the Gulf of Alaska. She worked as an intern at Afognak Native 
Corporation while attending high school. Upon graduating from high school she 
received scholarships from Native organizations, to attend college at the 
University of Alaska, She graduated with a bachelor’s degree and later earned a 
master's degree. She united the Koniag Alutiiq people to begin the first ever 
region-wide Alutiiq language revitalization program and worked diligendy to raise 
enough funds to sustain the long term program. Shauna is currently the Deputy 
Director of RurAL CAP. the largest statewide non-profit organization in the state 
of Alaska providing eligible citizens with programs for education, shelter, and 
food. 

"I would say or» a personal level, and personal meaning mine and my families; 
my Native corporations have had an enormous impact on my life and quality of 
my life. I can trace back the influence of my village corporation for example to my 
early years growing up. The dividends we got as a family from our Native 
Corporation greatly improved the income in our household. There were always 
limited opportunities for income and those dividends helped to supplement our 
income and helped to provide food for our table. 

When I was about sixteen years old, the first job I ever had was from Afognak 
Native Corporation. They hired me to work with my father to develop the Dig 
Afognak archaeological dig site. We built the banya, or the steam bath, and a 
number of platforms. ( think it was the next year they then again hired me as an 
intern in the Alutiiq Museum and their corporation and so I got to iearn a lot about 
the history of Kodiak Island, not only from the Alutiiq perspective, but from all of 
the people that lived on Kodiak. I got to work extensively with tourists, 
shareholders and other members that were interested in Alutiiq culture and 
history. I learned a lot about, not only myself, but my family's history and the 
history of the Alutiiq Nation as a whole. 

Afognak Native Corporation and Koniag gave me a number of scholarships every 
semester I was in coiiege. Through their generous support, I was able to get a 
bachelor’s degree in history with a minor in Alaska Native studies and eventually 
a master's degree in rural development with an emphasis on Indigenous 
organizations management. In a nut shell, if I was to try to proclaim what effect 
my Native corporations have had on me - They are the reason why I have 
succeeded so far in my life. (They are) why I have committed to serving my 
people and other Alaska Native people and low income Alaskans. I am second in 
command in one of the largest non-profit and most diverse non-profit 
organizations in the state of Alaska, and I think that none of that would have 
been possible had it not been the support I received from my Native 
corporations," 



Shauna Racking in the waters 
sutYounding Kodiak Island. 
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Janet Mazzota 
Director of Special Projects 
ASRC Federal Holding Company 
Point Hope, Alaska 

“As an original shareholder ^om before 1972), 1 had exposure to Alaska Native 
Corporations since their Inception. I witnessed the financial ups and downs. My 
quality of life has been greatly improved by corporations through scholarships 
earned for both undergraduate and graduate degrees. In addition to educational 
scholarships from the Arctic Education Foundation, 1 was accepted into Arctic 
Slope Regional Corporation’s Shareholder Development Program. This program 
allowed me to woiic in a location where an ASRC subsidiary existed while 
earning my graduate degree.” 


Clayton Morad 
Network and Helpdesk Manager 
ASRC Federal Holding Company 
Anchorage, Alaska 



■| am Clayton Morad, a shareholder of Arctic Slope Regional Corporation 
(ASRC) and the village corporation, Tikigaq. I was raised in Anchorage, Alaska, 
and attended college at the State University of New York College in Fredonia, 
New York, receiving a Bachelor of Science degree in Computer Science. 
Throughout my college career, I worked for ASRC as a summer intern in the 
payroll department, onsite at Kuparuk oil field, and finally in the Information 
Technology department as a level 1 Helpdesk Technician, I am currently the 
Network and Helpdesk Manager with three direct reports for ASRC Federal 
Holding Company near Washington, DC.” 

Clayton credits ANC benefits, such as scholarships for higher education from 
both ASRC and Tikigaq, medical support, and corporate dividends for helping 
him achieve his dreams. 
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Sarah and her son ai the 2004 
Afcjgr'ak Native Corpcratioi'. 
Sharehoider iiifcrmaiJonai Meeting. 



Sarah {iePsj a«S Shsu-ia -JrJr/hJ) 
GraduaSng with master's asgrces. 


Sarah Lukin 

Corporate Communications Manager 

Aiutiiq, LLC 

Port Lions, Alaska 


My fondest childhood memories are the days spent learning about the land and 
sea around our traditional village of Port Lions, as I searched for subsistence 
food with my family. Being immersed in our traditional Aiutiiq ways - learning 
how to smoke salmon the way my family has for generations, learning the ins 
and outs of bays and where the animals migrate - these are some of the greatest 
things my father taught me growing up. 

Life in rural Alaska is beautiful, but it is challenging. Our village is accessible 
only by boat, small airplane or intermittent ferry. Although we live a subsistence 
way of life, western currency is necessary to buy other food, pay the heating and 
electricity bills, cover transportation outside of the community and other 
expenses. 

Adequate education for our youth, alcoholism, drug abuse and teen pregnancy 
are all issues our people face. I remember when I was in high school my dad 
talked about how our subsistence resources were depleting and that many of our 
people were dying of alcoholism and drugs. He told my two sisters and me that 
we had to go to college. He wanted us to get an education and serve our people, 
to give back to the Native community. 

My twin sister, Shauna, and I went to college, following just two years behind our 
older sister, Tanya. We were the first generation in our family to go to college 
and graduate. Hopefully, we will not be the last. Each of us received 
scholarships from our Native corporations along with dividends to help with living 
expenses. Both Shauna and I were employed as interns throughout our college 
career with our Native corporations and tribes providing opportunities to learn 
about our history, culture, and Native organizational management. 

Each of us has chosen a different life path. My older sister, Tanya, earned her 
bachelor's at Stanford University and her master’s at the University of Alberta, 
where she now teaches English. She travels home to Alaska each year to teach 
traditional and contemporary dance and storytelling to our Aiutiiq youth. 

Shauna and I both earned our bachelor’s and master's degrees from the 
University of Alaska. Whereas Tanya has focused on academics as a method to 
serve our Native community, Shauna chose social services. Today she is the 
Deputy Director of RurAL CAP. one of the largest and most diverse non-profits in 
Alaska that serves low income Alaskans, primarily in rural communities, providing 
programs for the homeless, preschool age students, and other healthy 
community programs. 

1 chose to work for my village corporation in positions where 1 could advocate on 
behalf of the Native community and provide opportunities for other shareholders. 
I started in subsistence advocacy, tribal relations and managing the scholarship 
programs. Today I manage our Corporate Communications, educating people 
about the benefits of the 8(a) program to ensure future generations are able to go 
to college and learn our traditional way of life. 

Each year all three of us travel home to our village to subsist with our father. The 
only difference is now we take our children, so they too will understand the 
importance of our way of life and what it means to be Aiutiiq. 
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Chairman Manzullo. Thank you very much. 

The next witness is Ms. Helvi, is it Sandvik? 

Ms. Sandvik. Yes, that is correct. 

Chairman Manzullo. You are recognized. Thank you. 

STATEMENT OF HELVI SANDVIK 

Ms. Sandvik. Good afternoon. My name is Helvi Sandvik. I am 
an Inupiaq Eskimo shareholder of NANA Regional Corp. and presi- 
dent of NANA Development Corp. which is a business arm of our 
parent corporation. I originally come from the village of Kiana, a 
400-person village located above the Arctic Circle in the northwest 
corner of our State. I appreciate the opportunity to speak on behalf 
of the 11,200 Inupiaq Eskimo shareholders of the NANA Region 
and also for the employees of NANA Development Corp. 

I would like to note that I have been joined today by one of our 
board members. Dude Lincoln from Kotzebue, and several young 
men and women from the NANA Region, all of whom are down 
here working in our Government contracting companies, gaining 
the experience they need to take over as the next generation of Na- 
tive leaders and business leaders in our company. 

Today, I hope to provide you with a better understanding of the 
challenges we face as Alaska Natives who are mandated by Con- 
gress under the ANCSA act to provide for the social and cultural 
and economic well-being of our owners. I would also like the record 
to reflect that we have submitted more detailed written comments 
for this hearing. I appreciate the opportunity to respond to some 
of the questions and the criticism that has been vocalized in recent 
months, and I do also have to say that we have been appalled by 
some of the stories that have appeared in the press recently that 
we believe to be very serious misrepresentation and distortion of 
the facts. 

As we focus on the Federal contracting opportunities with respect 
to the ANC 8(a) program, I believe we ought to put into proper per- 
spective the scope of ANC participation in the Federal programs. 
As a shareholder of an Alaska Native Corporation, I believe it is 
important to emphasize how important that 0.2 percent of Alaskan 
Native Corporations participation in Federal contracting is to the 
Native communities in Alaska. In the 35 years since we were es- 
tablished, we have focused on trying to pursue and develop busi- 
ness interests that will provide for sustainable benefits to our cur- 
rent and future generations of NANA shareholders. 

The majority of our shareholders live in the 11 villages in the 
NANA Region. The NANA Region is 38,000 square miles in size, 
about the size of the State of Ohio, and yet 60 percent of the lands 
within our region are owned by the Federal program in conserva- 
tion system units established by the Federal law that Congress 
passed, the Alaska National Interest Lands Conservation Act. 
There are no roads connecting our villages to one another or to the 
rest of the State or to the lower 48 States. Our communities are 
only accessible year-round by air. Most of our villages do have 
about a 3,500 foot gravel strip to provide their air service. Some 
of our communities but not all can receive barge service in the 
summer months, and in the winter months, our primary means of 
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access is on snow machines. Three of our villages do not yet have 
running water. 

As you might imagine, being so remote, we deal with horrendous 
transportation costs. The cost of gasoline and fuel oil in some of our 
villages recently rose to $8 per gallon, and electricity costs 55 cents 
for kilowatt hour in northwest Alaska. 

Opportunities for economic development or even to develop alter- 
native energy solutions to reduce the cost of living are substantially 
restricted because of the Federal conservation units that I men- 
tioned earlier. 

The sole purpose of NANA is to provide benefits to its sharehold- 
ers. As a for profit corporation, since we were formed, NANA has 
distributed very close to 100 percent of our profits to our sharehold- 
ers. However, cash dividends are but a small part of the overall 
benefits that we provide to our owners. We spend part of our an- 
nual operating income to directly provide for social and cultural 
services. We also manage the lands that we received under ANCSA 
which are used primarily for traditional subsistence — hunting, fish- 
ing, and gathering activities that are critical to maintain our cul- 
tural identity. 

We administer programs to help increase job skills, provide in- 
ternships, award direct scholarships, pay college tuition, and de- 
velop leadership and mentoring programs. We also fund social and 
cultural programs that are provided by other non-profit organiza- 
tions including search and rescue, so critical in the remote area 
that we live in, as well as other health services. 

As a business, we are successful in providing jobs for our share- 
holders. In 2005, 13 percent of NANA shareholders between the 
ages of 18 and 64 worked either directly for NANA or for one of 
our associated companies. These shareholder employees were paid 
$27 million in wages last year. 

When we first learned that the GAO would be looking into the 
Alaskan Native Corporations’ participation in the SBA 8(a) pro- 
gram, I was confident that the GAO would find that the ANCs 
have taken their responsibility and delivered with integrity the 
services that the Government was asking us to deliver. After much 
investigation, that is exactly what the GAO report found. It did not 
cite any waste. 

Chairman Manzullo. We have some time issues here. 

Ms. Sandvik. ok. I will finish up here. 

It didn’t cite any waste. 

Chairman Manzullo. You have 20 seconds on the Harry Alford 
clock. 

Ms. Sandvik. Thank you. 

In short, the GAO report found that the ANCs were living within 
the law that they provided. However, additional resources were 
needed to improve oversight. 

To conclude, we firmly believe that the 8(a) program for the 
ANCs was created by Congress for the right reason. We are provid- 
ing business opportunities that pay dividends, provide scholarships, 
cultural program support, social service, and job opportunities for 
Native shareholder/owners of our companies. As demonstrated by 
the high performance marks we receive from our customers, both 
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in the Government sector and commercial sector, we are providing 
excellent value and quality work for our clients. 

Thank you. 

[The prepared statement of Ms. Sandvik follows:] 
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Good afternoon, Chairman Davis, Chairman Manzullo, Ranking Members 
Waxman and Velasquez, and Members of the Committees on Govermnent Reform and 
Small Business, and Representative Young. My name is Helvi Sandvik. I am a 
shareholder of NANA Regional Corporation and President of NANA Development 
Corporation, the wholly owned business arm of our parent Corporation. I am originally 
from the 400-person village of Kiana, Alaska, which is located above the Arctic Circle in 
the Northwest Comer of our State. I appreciate the opportunity to speak with you today 
on behalf of the 1 1,200 Inupiaq Eskimo shareholders of NANA Regional Corporation 
and the over 5,000 employees of NANA Development Corporation. 

As the President of NANA Development Corporation, I report to a seven-member 
Board, elected to oversee our business interests from the 23 member Board of NANA 
Regional Corporation. Our Board members live in the 1 1 villages of our Region and are 
elected by our shareholders. I have the responsibility, the accountability, and the 
privilege of responding to questions about our business issues and activities for our 
shareholders and employees. 

Today, I hope to provide you with a better understanding of our shareholders and 
the challenges we face as an Alaska Native Corporation mandated by Congress to 
provide for the social, cultural, and economic well being of our shareholders. In the 35 
years since we were established, we have focused on pursuing and developing business 
interests that will provide sustainable benefits to current and future generations of NANA 
shareholders. 

In 1996, we began to pursue opportunities available to us under the Small 
Business Administration’s 8(a) Program. We have managed our companies with the 
understanding that if we are to be successful, we must provide excellent service and value 
to both our commercial and federal customers. From the beginning, we have leveraged 
the 8(a) Program as it was intended - which is to grow a sustainable business that can 
succeed long after the 8(a) benefits are expired. 

Finally, I appreciate this opportunity to respond to some of the questions and 
criticism that have been raised because of our success within the 8(a) Program. I must tell 
you that we are appalled by several of the stories that have appeared in the press in recent 
months that we believe to be serious misrepresentation and distortion of the facts. 

NANA Regional Corporation is one of the 1 3 Alaska Native Corporations created 
by Congress in 1971, under the Alaska Native Claims Settlement Act (ANCSA). When 
we were first formed, we struggled to identify a corporate structure that would provide a 
vehicle to generate the economic activity contemplated by Congress to allow Alaska 
Native to continue to survive. NANA Development Corporation (NDC) was established 
in 1974 and is headquartered in Anchorage, the business center of our State. NANA 
Development is NANA’s business arm, overseeing all NANA business activity, 
cultivating developmental opportunities for NANA shareholders, and generating income 
necessary to fulfill NANA’s mission and commitments. NANA’s financial strength 
comes from the companies we own and the corporate philosophy by which we conduct 
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our business. Over time, we have developed a diversified group of businesses, organized 
along five primary btisiness lines. First, are our professional services companies, which 
include a wide range of architectural, engineering, design services, project management 
services, and major facilities management. Second are those involved with lodging, hotel 
management, and food services. Third are those companies focused on oilfield and 
mining support. Fourth, are the businesses focused on the development of natural 
resources located on our lands, and, our fifth business line is contracting services, which 
is the focus of today’s hearing. 

NANA’s Vision is to be a respected, profitable, multi-billion dollar corporation. 
Our Mission is to improve the quality of life of our people by maximizing economic 
growth, protecting and enhancing our lands, and promoting healthy communities. To 
achieve our Vision and Mission, we must always strive to be respected for our business 
acumen, service delivery, and value to our customers, while maintaining our commitment 
to our shareholders. 

ANCSA 

To place our vision and our current operations in context, it is important to step 
back for a moment to focus on just a few highlights of our recent history. 

Following Statehood in 1959, in 1966, Alaska Natives formed the Alaska 
Federation of Natives (AtFN) to pursue Native land claims. Soon thereafter, oil was 
discovered on Alaska’s North Slope. With this discovery came the compelling need to 
settle the land claims. Both Congress and the Alaska Natives rejected the reservation 
system of the Lower 48 as a model for settlement and instead developed an original and 
untested model of for-profit corporations. Recognizing, however, the unique 
circumstances of the Alaska Natives, Congress modified the traditional for-profit, 
corporate model, and created corporations that have not only economic obligations to 
their shareholders, but also broader social and cultural obligations. 

The Alaska Native Claims Settlement Act was signed into law on December 18, 
1971. ANCSA divided the State into 12 geographic regions whose boundaries roughly 
approximated the areas used by the various Native groups in the State. (A 13’*' Regional 
Corporation, which had no land entitlement rights, was formed for those Alaska Natives 
residing outside the State of Alaska.) Alaska Natives who were alive on the date of 
ANCSA enactment were given the opportunity to enroll in the Regional Corporation for 
the area in which they lived. Additionally, those Natives who were living in a village 
were entitled to enroll in the Village Corporation for that village. 

Thus, from ANCSA, we have the NANA region, approximately 38,000 square 
miles of the Northwest Arctic region of Alaska. Over 60 percent of the lands within the 
NANA Region are owned by the federal government in conservation system units created 
under the Alaska National Interest Lands Conservation Act The existence of these 
conservation units substantially limit the opportunity to pursue many economic 
development opportunities that might otherwise be available to us. 
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The majority of NANA’s 1 1,200 shareholders live in the 1 1 Villages in our 
Region. There are no roads connecting our villages to one another, or to the rest of the 
state, or Lower 48 states. Our communities are only accessible by air year round, with 
most villages having a 3,500 ft. gravel runway. In the summer months, some, but not all, 
are able to receive barge service, and in the winter months we use snowmachines as our 
primary means of access. Three of our villages do not yet have running water, and as you 
might imagine, because we are so remote, transportation costs are horrendous. The cost 
of gasoline and fuel oil in some of our villages is now as high as $8 per gallon. 

The way ANCS A was written originally, you had to be bom by 1 97 1 to be 
enrolled in an Alaska Native Corporation. NANA had approximately 4,400 shareholders 
as a result of the initial ANCS A enrollment. However, we are tribal in nature, and 
NANA believes it is vitally important to include children bom after 1971 in the 
Corporation. In the early 1990s, NANA took advantage of an amendment to ANCS A to 
enroll its children, which now adds about 200-250 shareholders per year. 

As I mentioned earlier, most of our shareholders still live in the region. Over the 
years, however, many have moved elsewhere, primarily to pursue employment 
opportunities that didn’t exist in our Region. Our culture is alive and strong! The 
traditional subsistence lifestyle that sustained our ancestors, sustains us today, and is 
critical to maintaining our cultural identity. Yet, in today’s world, and the world we 
know we will face tomorrow, we must also adapt to develop success in the business 
world if we are to survive in the future. 

While NANA’S business ventures are relatively new, just over a generation old, as 
my business card notes, we have being doing business in Alaska for 10,000 years. 
Through the years we have carried with us Core Principles of honesty, integrity, 
commitment, dignity, and respect. Our Inupiat values are central to who we are and how 
we conduct business. 

Today, NANA’s diverse operations stretch from the Arctic Circle to Antarctica, 
from the continental United States to the South Pacific. Our sole purpose is to provide 
for the economic, social, and cultural well being of our owners - the Inupiat people of 
Northwest Alaska. We are committed to creating job opportunities for our shareholders 
and to becoming that multi-billion dollar corporation. 

Before focusing on the core issues of this hearing, I would like to note that I have 
been joined today by one of our Board Members, Dood Lincoln of Kotrebue, and several 
young men and women from the NANA region. These young people are some of our 
summer college interns working in our government contracting companies. These 
shareholders are our future. They come from the 3,000-person village of Kotzebue and 
the 400-person village of Kiana. They are learning our business operations and how to be 
successM in the business world. With that experience and their college educations, 
we’re growing a new generation of owner-business leaders in the NANA family. We are 
fortunate that as we have grown as a company, we are now able to provide more 
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employment opportunities for our shareholders to take advantage of - this is truly the key 
to achieving economic independence. So, as we discuss the current and future state of 
the ANC 8(a) Program, please remember these terrific yoxmg people, NANA’s future. 

In the past several months, and during the recent GAO assessment of Alaska 
Native Corporation participation in the 8(a) program, questions have been raised 
regarding the benefits that we, as Corporations, are providing to our shareholders. 

Benefits 

The sole purpose of NANA is to provide benefits to its shareholders. Those 
benefits take many forms. As a for-profit corporation, NANA pays aimual cash 
dividends to its shareholders. Since NANA was formed, it has paid close to 100 percent 
of its profits to its shareholders in the form of dividends. In FY 2005, NANA paid nearly 
$5 Million in dividends (50 percent of our net income), distributing $3.81 a share up fi'om 
the $2.00 per share that we were able to distribute the previous year. 

It is important to note that cash dividends are but a small part of the overall 
benefits NANA provides to its shareholders. Unlike most businesses, NANA spends part 
of its annual operating income to directly provide for social and cultural services for its 
shareholders. In FY2005,$ 1.8 Million was spent for these services. NANA also 
manages the lands it received under ANCS A. The primary use of our lands is for the 
traditional subsistence himting, fishing, and gathering activities that are critical to 
maintain our cultural identity. We are blessed that developable natural resources exist on 
some of our lands. 

NANA is owner of the land that hosts a large zinc deposit that we have been able 
to develop in an Operating Agreement with Teck Cominco, a Canadian mining company. 
It is our responsibility to oversee the mine’s development to ensure that the mine does not 
compromise subsistence or endanger any subsistence resources. This is one of the few 
economic development opportunities that we have been able to pursue in a geographical 
area that, as I mentioned earlier, has been restricted to development because of the many 
conservation units that were established under the Alaska National Interest Lands 
Conservation Act. 

NANA also administers programs that help increase job skills, provide 
internships, award direct scholarships, pay college tuition, assist with other scholarship 
applications, and develop leadership and mentoring programs. NANA contributes 
$650,000 annually to the Aqqaluk Tmst, a non-profit trust established by NANA to 
encourage educational advancement and cultural preservation. Through our 
contributions, our Educational Endowment fund has grown to $2.6 million, and this past 
year the Trust distributed over $366,000 in scholarships to 300 students pursuing higher 
education and vocational training. This year over 60 NANA shareholders are college 
interns or summer hires working for our companies, and 21 are assigned to NANA’s 
contracting subsidiaries.' This spring we launched a business orientation program for 
high school students, giving them early exposure to employment opportunities with the 
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expectation that this will help them decide on the educational path that will lead to the 
career that suits their interest. 

These types of programs are encouraged and embraced throughout our company. 
These are our future leaders! The only way they can be successful is to get the actual 
experience doing the work that we are doing for the government. We are making real 
progress! 

NANA also funds social and cultural programs provided by non-profit 
organizations, like the Aqqaluk Trust, which provides grants to NANA communities for 
cultural programs and funds and operates a summer culture camp for children. 

NANA provides staff resources and funds for NANA region search and rescue 
operations, health and social service providers, the Regional Elders Council, Tribal 
Councils, and other Native-involved organizations. We have been working to bring what 
we learn in our businesses back to our Region. 

Since 2004, NANA’s 8(a) subsidiaries have been working closely with the 
villages to form village partnerships. For example, one of NANA’s 8(a) subsidiaries, 
TKC Technology Solutions, has entered into a Village-Company Partnership with the 
Village of Kianato enrich cultural understanding and develop economic opportunities in 
the village. Notably, one initiative that has come from this partnership is fte 
development of a personnel locator system that will save lives in times of the harshest 
weather or unfortunate accidents. Our NANA shareholder interns spearheaded this 
initiative that uses a hand-held personal locator beacon for shareholders to take with them 
when out in remote areas. When activated, its signal will be relayed to the Alaska Rescue 
Coordination Center to a dispatcher in the Northwest Arctic Borough. TKC Tech has 
provided the beacons and has trained villagers on their use. While vast and beautiful, our 
environment is harsh and often unforgiving. These beacons will not only save lives, they 
will also reduce rescue time and thereby reduce the resources needed for rescues. 

NANA businesses conduct and participate in career fairs and science fairs, offer 
internships and mentoring programs, and support other similar programs that benefit 
Alaska Natives. These are recruitment programs specifically to place shareholders in 
positions throughout the NANA region, Alaska, and around the globe. The NANA 
Human Resources department is focused on helping our shareholders become employed, 
either within our company, or with any other job opportunity that might be available. 

In 2005, 770 shareholders worked either directly for NANA companies or for one 
of our partners, resulting in nearly $27 Million in wages to shareholders. Stated 
differently, 13 percent of all shareholders between the ages of 18 and 64 have jobs with 
NANA and associated companies. Currently, at our zinc mine, 57 percent of Ae 
workforce are NANA shareholders. All NANA subsidiary companies have a shareholder 
development plan that includes having a hiring preference for NANA shareholders. 

Each year, NANA surveys all shareholders over 1 8 who are looking for work and 
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actively helps all who replied to identify positions or training programs. The progress of 
shareholders is tracked as they move through their careers. 

One of our challenges is that as we have gotten bigger, a large number of our jobs 
are located out of state. While we do not have that many shareholders interested in 
relocating, we are working hard to broaden our shareholders’ vistas. Our intern programs 
create awareness and provide orientation to our young people about working in different 
locations and in different cultures. We encourage our very experienced adult workers to 
relocate to gain experience in our operations out of state, and to provide shareholder 
presence and values in more of our global business locations. 

Federal Contracting in Context 

As we focus on federal contracting with respect to the ANC 8(a) Program, I 
believe that we should put the scope of the ANC participation in federal contracting in 
perspective - something that the GAO Report did not do. For example, the Center for 
Public Integrity conducted a study of Department of Defense (DoD) contract awards from 
FY 1998-2003 and found that only 40 percent were conducted under “full and open 
competition.” No Native American companies were among the top 20 contractors. 

In fact, overall, substantially less than half (about 40 percent) of all federal 
contracts are awarded through traditional “full and open competition,” and the vast 
majority of those go to large companies. Native companies including ANCs, Tribes from 
the Lower 48, and Native Hawaiian companies, are awarded only 0.2 percent of Federal 
contracts - yet this incredibly small sliver of the federal contracting pie makes a 
tremendous impact in our Native communities. 

Viewed another way, federal contract awards from FY 2001-2003 amounted to a 
total of $775.5 Billion in awards. Of that, only $23.9 Billion - or 3 percent - was 
awarded to all 8(a) companies, and Native Americans received only 0.2 percent of all 
federal contracts. As a total of all 8(a) contract awards, other 8(a) firms received 93.78 
percent of awards and Native 8(a) awards were 6.22 percent or about $1.4 billion.* 

There are two little-understood aspects to the 8(a) Program that I would like to 
address. First, the 8(a) Program does not give an advantage to an unqualified or under- 
qualified company. Nor does the Program guarantee a contract. The Program only 
provides that ANCs and Tribes can be eligible to negotiate a contract. Further, any 8(a) 
company’s participation is limited to a maximum of 9 years, during which there is a 
required phase-in of competitive non-8(a) work. Thus, the 8(a) program provides an 
incubation period enabling these companies to enter the marketplace and demonstrate the 
ability to perform - after which they are on their own. 

Second, and regrettably, the 8(a) contracts are often referred to as “sole source.” 
As often happens, this shorthand doesn’t capture the real essence of how the program 
operates. These procurements are not a “take it or leave it” action. In fact, the process 
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involves the federal government’s contracting officer setting forth its requirements and 
the 8(a) company responding with a detailed cost proposal that outlines specifically what 
materials, employees, equipment, and other costs are associated with the job. At that 
point, there is a negotiation between the contracting officer and the 8(a) company about 
pricing, G&A, and fees. In the end, the costs associated with these negotiated contracts 
are fully disclosed; there are no surprises for the customer or the contractor. As you 
know, the same cannot always be said for many other contracts into which the 
government enters. This negotiation ensures best value for the government Nor is there 
any sacrifice in quality. In short, the government’s time and money is spent confirming 
our companies’ capabilities up front, rather then analyzing multiple proposals and 
references after contract terms, conditions, and requirements were published. 

As an example, one of our firms spent nine months negotiating with the State 
Department to take over a contract where a large corporation’s performance was 
declining significantly. Since our company assumed responsibility for the work, every 
metric used by the State Department to measure produetivity has increased by 40 to 50 
percent.^ 

One contracting officer noted that by working with another of our companies that 
was able to supply critical data and information, the Navy was able to save costs.^ 

In another instance, a contracting officer used the negotiated award mechanism to 
quickly replace two failing contracts that had previously been awarded on a fully 
competitive basis. In this example, the contracts were critical to the war effort and the 
contracting officers had limited time to ensure continuity of service. Our company’s 
efforts enabled the government to stop expending and wasting funds on inadequate 
service delivery and move forward with service delivery for the Global War on 
Terrorism, 

Similarly, on one contract, one of our companies achieved a 14 percent reduction 
in costs from the previous contractor and in a second instance saved approximately 22 
percent, as well as providing increased services.'' 

Our companies regularly receive the highest accolades for their efforts on behalf 
of government clients. For example, “The well deserved recognition is the direct result 
of Akima’s dedication and unrivaled commitment to outstanding customer service. Their 
xmselfish efforts have greatly enhanced the quality of life for the entire Grand Forks 
community. I am proud to have such outstanding individuals under my command.” * 

Similarly, another company received the SBA’s Administrator’s Award for 
Excellence. The transmittal letter noted, “Although any small business that provides 
good and services for the Government, as either a prime or subcontractor, is eligible to be 


* Nakuuruq report 

’ CPRA re; contract N6523601D3821 
TKC Communications report 

’ Statement by Lieutenant General John B. Sams Jr. (AMC). 
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nominated for this award, only a select few firms actually receive these awards. Your 
firm truly is among the ‘best of the best.’”* 

Finally, in one assessment of our work, it was written, “The Contractor’s service 
has significantly exceeded the Government’s expectations. Personnel assigned to efforts 
imder these tasks were very knowledgeable, able to adapt to every aspect of the task, 
work directly with the customer and . . . demonstrated a high level of expertise.” 

There are several anecdotal points raised in the GAO report that require a 
comment. The first concerns the perception that the ANC’s are somehow just a “sham” 
owner and that the companies are run by “outside executives” who earn exorbitant 
salaries. In point of fact, as President of NANA Development Corporation, my job is to 
ensure we have the best possible, experienced leadership running our companies. They 
are paid fairly, with salaries and benefits on par with their coimteiparts in similar 
positions in other federal contracting companies. For our businesses to be successful and 
maximize a profit to our shareholders, I must ensure that we have the best possible 
executives. Somehow, the GAO Report suggests that offering a competitive benefits 
package for our managers is inappropriate. 

More importantly, however, what was mentioned only in passing in the GAO 
report is the extent to which these executives are accoimtable to their Boards of Directors, 
which include shareholders. NANA has an established oversight process where each of 
the NANA government contracting companies report quarterly to their boards. Regular 
NANA subsidiary board meetings and business reviews examine contract status and SBA 
regulation compliance. In short, the businesses are regularly and carefully overseen by 
our shareholders. 

In his statement to shareholders at our Annual Meeting this past March, NANA 
Development Corporation Board Chairman, Luke Sampson, said, “Our NDC Board is 
active in all of our business subsidiaries. They serve on the individual business boards 
and do an outstanding job of making sure our businesses are nm right. ... We have a good 
team. We have hired talented, skilled people - experts in the type of work we do, to help 
us reach our goals. And they are helping us, by sharing their skills with us, to teach us to 
be good hunters in the business world.” 

The second concern often voiced is that our companies are “fronts” for larger 
government contractors. NANA, like all ANCs, Tribes, and Native Hawaiian 
Organizations operating under the 8(a) Program, must perform not less than 51 percent of 
service contract work (15-25 percent for construction). ANCs have the ability to create 
joint ventures and partnerehips, but all these relationships are subject to the formal 
review, approval, and monitoring of the Small Business Administration. In fact, we 
recently reviewed the partnering activities of several of our companies and determined 


* Letter dated May 31, 2006 from Robert S. Paccione, Area VI Director, Office of Government 
Contracting, U.S. Small Business Administration to the Robert Malkowski, President, TKC Technology 
Solutions. 
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that we do not have any joint venture or mentor-protege arrangement at the present time 
involving large businesses. 

Like all contractors, NANA companies subcontract work to other companies, 
including other minority organi 2 ation, 8(a) businesses as well as large corporations. This 
same review determined that, at present, we have large businesses as a subcontractor on 
only 6 percent of our current 8(a) contracts. We are particularly mindful of the many 
well-qualified minority 8(a) and Tribally owned corporations that have specific 
qualifications to support our projects. Whenever possible and appropriate, we seek to 
partner with them. For example, one of our firms, TKC Communications, entered into a 
Mentor-Protege agreement with the Miami Tribe of Oklahoma’s business services group, 
Miami Nations Enterprises (MNE). We have provided MNE with management training, 
proposal support consultations, business development and teaming opportunities, federal 
schedule filings, and other similar support. 

In determining how we will deliver against customer expectations and build the 
right team to solve the particular problem being addressed, we seek partners that share 
our values and share our approach to business. In the past, we have walked away from 
opportunities because we did not have the ability to perform and because we could not 
find a partner with the required skills that matched our values and approach. In business, 
if we are the prime, we do not yield to our subcontractors and do not relinquish the 
accountability or responsibility for customer satisfaction, management, and effective 
execution to any of our partners. 

Best Value/Negotiated Sole Source 

I read some news accounts about the GAO Report that suggest that contracting 
with Alaska Native Corporations some how drives costs up. As 1 noted earlier, nothing 
could be further from the truth. Government contracting officers are required to provide 
a cost-effectiveness determination if they are going to award a contract via a negotiated 
process, whether it is with an ANC or any other contractor. The 8(a) Program is not the 
only program where negotiated or sole source contracting takes place with the federal 
government. ANCs participating in the 8(a) program are held to the exact same standards 
as all other contractors in demonstrating financial competitiveness and performance 
capabilities. 

In fact, there are many examples where having a negotiated sole source contract 
saves the government money. One of NANA’s companies notes that their contracting 
office estimated that the government saved approximately $224,000 on in-house labor 
and six months on the acquisition process because they were able to enter into a contract 
with an ANC 8(a) firm.’ 

Another of otu government contracting firms entered into a contract with the 
NASA Glenn Research Center in Ohio. The contract was phased in over only nine days. 
Our company was able to save NASA over $400,000 during the first two years, as well as 


’ Ki, LLC contract with the Fort Carson Directorate of Logistics, October 1, 2005. 
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implement an improved safety program, ■which saved NASA money and reduced on-the- 
job accidents (based on prior years’ records). Ultimately, our company ■was selected as 
the 2003 Safety Contractor of the year at this site.* 

One contracting officer’s official comments as part of a Contractor Performance 
Assessment Report noted, “(your) technicians ... result(ed) in sa-ving SPA WAR [the 
Na-vy’s contracting agent] hundreds of thousands of dollars it would have cost to have a 
vendor protdde the same product and service.”® 

GAO Report 

When it was first made known to us that the Government Accountability Office 
would be looking into the ANCs’ use of the Small Business Administration 8(a) Program, 
my reaction was, “Great. We have a wonder&l story to tell.” I was confident that the 
GAO would find that the ANCs had operated with responsibility and integrity in the 
execution of their contracts with the federal government. 

After much thorough investigation, that is exactly what the GAO found. The 
Report did not cite any waste, fraud, or abuse on the part of ANCs. The GAO noted that 
the SBA and federal contracting officers are understaffed and stretched thin, and that as a 
result, there could be a “potential” for problems. We agree that as a result of their 
staffing issues, there is likely very little time for training and oversight. From our 
experience, the SBA has been extremely helpful to us an advisor, overseer, auditor, and 
consultant - helping us to understand the program, use the program as it was intended to 
be used, and helping us to grow sustainable businesses after our 8(a) Program life has 
expired. 

We would welcome more resoinces for the SBA and federal contracting 
departments. I know from first-hand experience, as well as from briefings fi-om all the 
NANA Development Corporation executives, that the SBA officials we work with, 
particularly those in Anchorage, are first-rate stewards of the program. They are, in my 
opinion, short-staffed. No less important to our success are the federal contracting 
officials around the country. They are dedicated and fine people. However, there are too 
few of them. 

As has been well documented in the legions of GAO reports, hearings, and news 
stories, problems associated with all federal government contracting are well known. The 
situations described in the GAO report examining contracting with ANCs, which were 
explained predominantly with anecdotes and vignettes, are equally applicable to any 
aspect of the federal contracting domain. Thus, while this spotlight is focused on the 
ANCs, we respectfully suggest that Congress examine this specific, very small segment 
of the contracting landscape in the context of the whole. There is much about federal 
contracting processes overall that need addressing, and it should be addressed with 
respect to all government contractors, not just the ANCs. 


* Akima report 

’ CPARS re: Contract N6523601D5843 
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If, at any time, the SB A decides to proceed with changing the regulations that 
govern the administration and use of the 8(a) Program, with all due respect, I would like 
to restate one obvious point. Although we have focused on the Alaska Native 
Corporations and their involvement in the 8(a) Program, this program affects not only the 
ANCs, but other Native peoples, the Tribes of the Lower 48, as well as Hawaiian 
Natives. In that respect, it is therefore incumbent for the SBA to engage in a full, open, 
and thorough consultative process with all of the indigenous Americans as is our right. 

If changes to the regulations are being considered, I would offer the following 
comment. At the present time, the 8(a) Program regulations do treat the ANCs 
differently than the Tribes of the Lower 48. My opinion is that it is appropriate to create 
a single standard that would apply to both. I would recommend that the Tribes of the 
Lower 48 be included in the standards that now apply to ANCs. 

It has been pointed out regularly that one of the main differences between the 
traditional 8(a) Program and the one in which the ANCs participate is the lack of a 
contract specific cap. There is, however, a very significant distinction between a 
traditional, individually owned 8(a) company and an ANC-owned 8(a) company. In an 
individually owned 8(a), the profits and benefits most often accrue to the single owner 
and his family. ANCs, on the other hand, are responsible for providing benefits to an 
entire commimity. In NANA’s case, that is our 1 1 ,200 shareholders. 

Put in more concrete terms, if a traditional 8(a) firm were to get a $3 million 
dollar contract and a standard profit margin of 5 percent, the value to the single owner is 
$1 50,000. Yet, if our ANC 8(a) firm were to get the same $3 million project with the 
same 5 percent profit, the yield to each shareholder would about $13.15. Or stated 
another way, for each of our shareholders to realize $150,000, NANA would need to 
generate a job that generated $34.2 billion in revenue. 

Conclusion 

In conclusion, I would like to restate my central premise. The 8(a) Program for 
ANCs was created by the Congress for the right reasons. It is working. As demonstrated 
by the high performance marks we receive fi-om our government and commercial 
customers and their testimonials, we are providing an excellent value and quality work 
for our clients. Throughout our organization, we constantly remind our Management 
Team that it is imperative that we continue our commitment to excellence. When our 
businesses do well, our NANA shareholders benefit both financially and in myriad other 
ways, such as benefits for elders, employment assistance, scholarships, burial assistance, 
support of our subsistence lifestyle, and preservation of our culture. 

The 8(a) Program is working as intended. It is prudent to recall, that as far as 
government programs go, this one is still in its infancy. NANA began with its first 8(a) 
work only a decade ago. It would be unwise to retreat from what is the ultimate 
“win/win.” The government is getting an excellent value in our work. Our companies 
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are using the 9-year window of the 8(a) Program to leam the business, establish 
relationships, build a record of success, and get ready to laimch as fully competitive 
companies. And, what will always be central to our involvement, our Native 
shareholders continue to use the profits for the betterment of our lives, the preservation of 
our 10,000-year-old culture, and to prepare for our future in the modem world. 

The participation of America’s indigenous people in the 8(a) Program is part of 
the federal government’s fiduciary responsibility to provide for a sustainable Native 
economy as required by treaties, the Constitution, statutes, and court mlings. Firms 
participating in the 8(a) Program should not be held up to special scmtiny or criticism 
because the 8(a) Program is working as intended - providing business opportunities that 
pay dividends, provide scholarships, cultural program support, social services, and job 
opportunities for Native shareholders. As the Congress looks to the future and this 
federal contracting program, I hope and tmst that you will examine all federal contracting 
with the same degree of scrutiny. I also hope that you will find, as the GAO did here, 
that the programs are operating without problems - and that only the “potential” for 
waste, fraud, and abuse are present. Please do not hold those of us working successfully 
in the ANC 8(a) Program to a standard higher than any other federal contractor - large or 
small. 


Thank you for inviting me to testily today about NANA and the success of the 
8(a) Program. I will be pleased to answer any questions you may have. 

Thank You 
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Chairman Manzullo. Our next witness is Mr. Bart Garber from, 
is it Tyonek? 

Mr. Garber. Tyonek. 

Chairman Manzullo. Tyonek Native Corp. We look forward to 
your testimony. Thank you. 

STATEMENT OF BART GARBER 

Mr. Garber. Thank you very much, Mr. Manzullo and Mr. Davis 
and the rest of the committee members. There will also be a 
PowerPoint up there if you like to watch things instead of listen. 

I am a tribal member of the Native village of Tyonek and the 
president of the Tyonek Group. Tyonek Native Corp. is a claims act 
village for the Native community of Tyonek. Tyonek lies about 43 
miles southwest of Anchorage, and access, just like NANA, is lim- 
ited by air and boat. No roads lead to us. We are called Dena’ina 
Beach People. About 400 of our 600 tribal members and tribal cor- 
porate shareholders live outside the village in Alaska and through- 
out the United States. We were established in 1973 and are enti- 
tled to about 200,000 acres of land in south central Alaska. 

For over 20 years, the company’s business opportunities have 
been primarily limited to conservative passive investments in sur- 
face land leases. In 1995, after a long series of meetings with 
shareholders and the board, the board instructed us in manage- 
ment to acquire or begin active managed companies. When I was 
hired at Tyonek Native Corp. in 1995, I was the third employee. 
TNC owned an apartment building and a startup IT company. 
Total operating revenues that year were $500,000. TNC relied upon 
one-time asset sales and resource revenues to finance its operating 
deficits. 

Ten years later, TNC now has operating revenues now approach- 
ing $50 million with pre-tax profits between $1.5 and $2 million. 
The company no longer depends upon earnings from surface leases 
and resource sales to balance its books. I am happy to say that we 
have had a large number of women-owned businesses, Asian- 
owned, disabled service vets, and Black-owned business who have 
helped us get to this point through either joint ventures or sub- 
contract relationships. 

In 2005, our manufacturing revenues were over $30 million de- 
rived from 128 negotiated task orders, about 15 percent of the reve- 
nue derived from non-8(a) sources. That percentage is actually in- 
creasing on newer work. 

In most situations, a business case must be made for all fixed 
price bids. The Government uses weighted criteria to determine 
final rates and prices. They usually have past prices for many 
items. Particularly in our obsolescence programs, our bids rep- 
resent a significant cost savings to the Government over former 
suppliers due to our lower rates and new technology. We have simi- 
lar experiences in our service contracts. 

Tyonek Native Corp. employs nearly 300 people in seven States. 

Our primary lines of in 8(a) business are in defense manufactur- 
ing and engineering services and aircraft maintenance. On the 
commercial side, we are in oil field services, civil construction, port 
operations, and land and resource development. 
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Our CEO is an Alaska Native, and the managers of our two oper- 
ating divisions, the Alaska Division and Tyonek Group, both 
Tyonek shareholders. Fifty percent of our Alaska corporate admin- 
istrative staff is Tyonek shareholders. All five of our Alaska operat- 
ing subsidiaries are managed or co-owned by Tyonek shareholders. 

I was CEO of Tyonek Native corporation for 9 years. In May, I 
transitioned to the role of president of the Tyonek Group which in- 
cludes all of our 8(a) operating subsidiaries. As CEO, I oversaw the 
creation and planning for all of our 8(a) and non-8(a) companies. 

At the present time, our VP of operations for defense manufac- 
turing is William Jolly, a Chippewa/Metis propulsion engineer, and 
our saying in the company is it does take a rocket scientist. Scott 
Pfeifer, whose family is Alaska Native, manages our services com- 
panies. The CEO and I are paid $200,000 with performance bo- 
nuses that are no more than half of that, and they are tied directly 
to profit. Our management and direct labor staff share in bonus 
pools based on profit projections and are recovered as part of our 
GNA expenses. 

Our profit performance over the years has averaged about 5 to 
7 percent of gross revenues. You don’t get rich in the Government 
contracting business. The company policy is to distribute 30 per- 
cent of after tax profits to shareholders as dividends. The balance 
of the profits are reinvested into the businesses. 

Benefits to our shareholders are listed below in five different 
areas: scholarship, internships, job opportunities, community 
projects, and funeral benefits. We contribute hard dollars, both to 
scholarships and internships. We have two of our interns from 
Alaska going to our operating plants in the lower 48 every 6 
months and are getting trained as electrical technicians, welders, 
and others. Some have remained and are employed in our plants. 
We have two shareholder representatives who work solely on em- 
ployment opportunities for Alaska Natives in Alaska. Nearly 100 
percent of our direct labor staff in Alaska are shareholders. 

Community projects range from education to cultural matters to 
employment benefits for education. And, as you can see, we have 
employment, we have funeral benefits for our shareholders. But, by 
far, the most significant benefit is a stronger well-managed com- 
pany. We would never have been where we are with our accounting 
systems or our management capability without the 8(a) program, 
and this benefits our businesses in Alaska. You can see that we 
have distinct lines of businesses that are unique to us, and we be- 
lieve that those will survive over time in 8(a) program and allow 
us to compete in the outside world. 

[The prepared statement of Mr. Garber follows:] 
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Tyonek Native Corporation is the Alaska Native Claims Settlement Act village 
corporation for the Native community of Tyonek, Alaska. Tyonek lies on the northwest 
shore of the Cook Inlet, 43 miles southwest of Anchorage. Access to the village is 
limited to travel by air or boat — no roads lead to us. Tyonek is a Dena’ina (Tanaina) 
Athabascan community. We call ourselves Tebughna, which means the “Beach People.” 
About 400 of our 600 tribal members and corporate shareholders live outside the village 
in Alaska and throughout the United States. 

The Tyonek Native Corporation was established in 1973 and is entitled to receive nearly 
200,000 acres of land in and around Cook Inlet in the South Central region of Alaska. 

For over 20 years the company’s business opportunities were mainly conservative, 
passive investments and surface leases. In 1995, after a series of shareholder meetings, 
board discussions, and company retreats, the Tyonek board instructed management to 
acquire or start actively managed companies. 

When I was hired at Tyonek Native Corporation in 1995, 1 was the third employee. TNC 
owned an apartment building and a start-up IT company. Total annual operating 
revenues at the time were about $ 500,000. TNC relied upon one time asset sales and 
resource revenues to finance its operating deficits. Ten years later, TNC’s annual 
operating revenues are now nearly 50 million dollars with pretax profits of 1.5 million 
dollars. The company no longer depends upon earnings from surface leases and resource 
sales to balance its books. 

In 2005, our manufacturing revenues of over 30 million dollars derived from 128 
negotiated task orders. About 1 5% of the revenue derived from non-8(a) sources. That 
percentage is increasing on newer work. In most situations, a business case must be 
made for all fixed price bids. The govermnent uses weighted criteria to determine final 
rates. The government usually has past prices available for many items. Particularly in 
our obsolescence programs, our bids represent a significant cost savings to the 
government over former suppliers due to our lower rates. 
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Tyonek Native Corporation employs nearly 300 people in seven states. Our primary lines 
of business are defense manufacturing and engineering services, aircraft maintenance, oil 
field services, civil construction and port operations. Our CEO is an Alaska Native and 
the managers of our two operating divisions - the Alaska Division and the Tyonek 
Group— are both Tyonek shareholders. Fifty percent of the Alaska corporate 
administrative staff is Tyonek shareholders. All five of the Alaska operating subsidiaries 
are managed or co-owned by Tyonek shareholders. 

I was CEO of Tyonek Native Corporation for nine years. In May, I transitioned to the 
role of President of the Tyonek Group which includes all of our 8(a) operating 
companies. As CEO, I oversaw the creation and planning for all of our 8(a) and non-8(a) 
subsidiaries. At the present time, our VP of operations for our defense manufacturing 
subsidiaries is William Jolly, a Chippewa/Metis propulsion engineer (i.e., rocket 
scientist). Scott Pfeifer, whose family and children are all Alaska Natives, manages our 
services companies. 

The CEO arid I are paid $ 200,000 per year with performance bonuses that are directly 
tied to profit. Management and direct labor staff share in bonus pools tied to profit 
projections that are recovered as part of our general and administrative expenses. Our 
profit performance over the years has average about 5 to 7% of gross revenues. The 
Company policy is to distribute 30% of after tax profits to shareholders as dividends. 

The balance of the profits is reinvested in our businesses. Other benefits to shareholders 
include: 

Scholarships - The Board budgets at least $ 12,000 in scholarships armually. 

Internships - TNC started a formal internship program in 2004 and graduated our first 
two interns at our manufacturing plant in Himtsville during summer 2005 (one certified 
welder - hired by TFab Manufacturing, one soon to be certified electrical technician, who 
will be hired and start college in Huntsville in the Fall). 

Job Opportunities - TNC employs shareholder representatives to develop, promote and 
support specific shareholder hire programs. 

Community Projects - TNC fimds Tyonek cultural and sports programs ($ 15,000 for 
cultural activities — $ 46,000 for secondary education program support), in addition to 
annual employee education benefits equaling about $ 2,000 per employee. 

Ftmeral benefits - Each shareholder is insured in the amount of $ 100 jter share for a 
death benefit. 

However, the most significant benefit to shareholders is a stronger, well managed 
company. With the advent of the 8(a) program, TNC has vastly improved its accounting 
and management systems to the point that they are ISO certified. This gives us 
tremendous advantages in managing and negotiating business relationships throughout 
the company, but especially in Alaska where local revenues could not support this level 
of effort. 
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TNC has used the 8(a) program to develop distinct lines of business that can survive the 
program. Due to the nature of our contract work, we rarely operate in areas tread by 
other small businesses. Indeed, our strategy is to compete against large business where 
our lower rates give us a distinct advantage and a cost savings to the government. Recent 
events however, have thrown us into the same pools with small business or at least given 
the appearance of us competing for small business opportunities. This has reduced our 
effectiveness as an alternative to big business while providing a platform for small 
business advocates to impede our marketing and, ironically, protect large businesses 
against oxu- competitive proposals. 
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Chairman Manzullo. Thank you, Mr. Garber. 

The next witness is Charles Totemoff. 

STATEMENT OF CHARLES TOTEMOFF 

Mr. Totemoff. Honorable Chairmen, members of the combined 
Committees on Government Reform and Small Business, thank you 
for an opportunity to provide testimony to you on the topic of the 
success of the Alaska Natives participating in the U.S. Small Busi- 
ness Administration and Minority Enterprise Development Pro- 
gram, also know as the SBA 8(a) program. 

I must state that we appear with serious misgivings about the 
preconceptions of the committee members and staff. The very title, 
“Northern Lights and Procurement Plights: The Effect of the ANC 
Program on Federal Procurement in Alaska Native Corporations,” 
conveys a prejudice and a lack of understanding of Alaska Natives. 
I come before you today to speak directly to those points with facts 
and supported by independent verification by the very Federal 
agencies and the U.S. Government Accountability Office that pro- 
vided testimony to you today. 

Again, my name is Charles Totemoff, and I am the president and 
CEO of the Chenega Corp. Chenega is an Alaska Native village set- 
tled thousands of years ago by our forefathers. I am an Alaska Na- 
tive, a shareholder of the Chenega Corp., and I have served on the 
board of the corporation since 1983. I grew up in the village of 
Chenega and have been with the corporation from the beginning 
when we had nothing to provide to our elders and shareholders. 
Like my fellow Alaska Native leader sitting beside me, I work each 
day to help my people achieve self-sufficiency. 

In the late 1980’s, Congress and the SBA recognized that Native 
villages like Chenega and lower 48 tribes as well faced a real prob- 
lem in Government contracting. Unlike other small businesses, 
they did not simply represent a family or partnership but were 
supposed to be engines of economic opportunity for entire commu- 
nities and cultures. Changes needed to be made to recognize this 
fact and allow Native-run small business to grow larger, to obtain 
larger contracts, and to remain in the program longer. I recognize 
that these changes have been controversial, but they have allowed 
the program to work for Native communities that participate. We 
are doing exactly what the Federal Government told us to do, and 
we are doing it well. The program has not worked perfectly, to be 
sure, but I challenge you to show me another Federal program that 
works as well for the Native communities that agree to work hard 
and play by the rules. 

I am proud to say that eventually, as a result of much hard 
work, Chenega has been successful in the Government contracting 
business, but it was not an overnight success. There were many 
lean years as the company made the investments in time and re- 
sources, learning the business. Chenega Corp. was pleased to be a 
participant in the GAO audit. Chenega Corp., its shareholders, and 
the Federal customers with which Chenega does business are 
proud to relate that the GAO did not cite a single incident of waste, 
fraud, or abuse by an Alaskan Native Corporation, nor were the 
Chenega Corp. and its subsidiaries found to be performing any 
Federal contracts at below superior standards. 
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Mr. Chairman, the SBA Native 8(a) has heen around a long time. 
Nohody complained when we were simply getting contracts to per- 
form maintenance at Federal facilities, but now that we have 
grown, gained expertise, and actually succeeded at getting Federal 
contracts in substantive areas, people don’t want to see Natives at 
the table. 

Let me tell you about a couple of our shareholders and the direct 
impact this program has had on our lives. 

Jason Totemoff is a young Chenega Corp. shareholder and a full 
time employee of our company. He received his degree in Process 
Technology, which he was able to obtain through scholarships 
Chenega Corp. provided to him and to hundreds of others of our 
students. While attending the university, Jason completed a formal 
internship with Chenega Technology Services Corp. which is a 
Chenega Corp. subsidiary. Jason says of his experience, “My expe- 
rience at CTSC is nothing less than incredible. The skills that I 
have obtained will benefit me throughout my life and give me the 
possibilities to venture into careers I otherwise would not have.” If 
it were not for what the Chenega Corp. provides, Jason would not 
have this option. 

Then consider Margaret Brodken, one of Chenega’s revered el- 
ders in her late eighties. Margaret, like most Alaska Native elders, 
never worked for a corporation that would 1 day provide her with 
a pension. She relies greatly on the quarterly dividends Chenega 
Corp. provides to help pay for her groceries and heating bill. Mar- 
garet spoke recently at a corporation-sponsored language preserva- 
tion meeting that she is very proud of the corporation and what it 
has accomplished. I am thankful it is here to help care for her. 
Chenega will never forget our elders. 

Unlike most corporations, our mission has a dual purpose. In ad- 
dition to our business execution, we use the results of our business 
to further our societal, cultural, and community needs and activi- 
ties. Many cultures will allow others to take care of their people. 
Alaska Natives takes care of their own in a cultural fashion of car- 
ing and sharing. 

Chairman Manzullo. And I have to take care of the clock. How 
are you doing? 

Mr. Totemoff. I will conclude then. 

Chairman Manzullo. You have 20 Alford seconds. 

Mr. Totemoff. Pardon me? 

Chairman Manzullo. Twenty Alford seconds. 

Mr. Totemoff. OK. 

In summary, the Chenega Corp. and its subsidiaries go to great 
lengths to provide tangible benefits to the shareholder and their 
families. These benefits go beyond that of the normal role of a tra- 
ditional corporation but reflect the special obligations. We do this 
while providing excellent service to our Federal customers. 

Finally, let me stress something about the SBA 8(a) program. It 
is not wealth redistribution. Despite the many wonderful things 
the program has done for our shareholders, this is not a welfare 
program. It is not a jobs program. It is a means by which our vil- 
lages can learn to stand on their feet. 

Chairman Manzullo. I have to interrupt at that point. Thank 
you for your testimony. 



257 


Mr. Totemoff. Thank you. 

Chairman Manzullo. The next witness is Julie Kitka with the 
Alaska Federation of Natives. We look forward to your testimony. 

STATEMENT OF JULIE KITKA 

Ms. Kitka. Thank you, Mr. Chairman and members of the com- 
mittee for the opportunity to appear before you to testify on the im- 
portance of the SBA 8(a) program to the Native people of Alaska 
and to offer some recommendations, and we offer seven rec- 
ommendations. 

I am testifying in my capacity as president of the Alaska Federa- 
tion of Natives. By way of background, AFN is the largest State- 
wide Native organization in Alaska, representing more than 
125,000 Alaska Natives residing in Alaska and more than 120,000 
Alaska Natives scattered over the rest of the 49 States. AFN was 
organized in 1966 to advocate for one voice for fair settlement of 
our aboriginal land claims. 

The discovery of oil in Prudhoe Bay and the need to bring clear 
title to the land needed to build a pipeline to bring that world class 
discovery online and the sense of urgency it produced in terms of 
providing for the energy needs of our country created a historic op- 
portunity for a settlement of our land claims. In December 1971, 
after years of efforts by Members of the Congress, the Alaska Na- 
tive leadership, and others, the Alaska Native Claims Settlement 
Act was signed into law by President Richard Nixon. ANCSA extin- 
guished ab^original claims, and Alaska Natives were compensated 
as mentioned in previous testimony. Unlike previous Indian land 
claims settlements, the assets, land, and resources provided for in 
the settlement in 13 regional for profit corporations and more than 
200 village corporations. 

Today, the Alaska Federation of Natives is governed by a 37 
member board of directors, representing villages, both federally rec- 
ognized tribes, ANCSA village corporations, 12 regional non-profit 
organizations who run hospitals, health clinics, non-profit law en- 
forcement, so forth, and the 13 regional ANCSA regional corpora- 
tions. 

Geographic considerations, in my written testimony, I describe 
the sheer size of Alaska and its lack of basic infrastructure in rural 
areas which makes it exceedingly difficult to build sustainable 
economies. Alaska, as you know, is two and a half times the size 
of Texas and about a fifth the size of the lower 48. If you look at 
a map that I have included in the testimony, when you compare 
it to Europe, the size of Alaska completely engulfs or touches with- 
in the boundaries of at least 16 countries from Portugal to Turkey. 
Alaska has one of the largest Native populations in the United 
States, making up about 22 percent of the total population in Alas- 
ka. If you take a look and think of that, the length and the logis- 
tics, not even to mention the Arctic conditions, you will understand 
our challenges in building sustainable economies. 

In settling our land claims, Alaska Natives gave up a lot. Our 
land holdings were significantly reduced, yet we accepted the set- 
tlement because we believe the United States would honor its trust 
obligation to us, and our people would benefit from the land capital 
in corporations created by ANCSA. 
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I want to mention, some news articles have talked about whether 
or not the 8(a) companies are a front for somebody else. Alaska Na- 
tives have been involved, just enmeshed in capitalism, for over 34 
years because our land claim settlement was structured by the 
Congress in the corporate forum. And so, we have had to learn to 
maneuver and how to make capitalism work and the forums of cor- 
porate structure work for our people, and that is a fundamental dif- 
ference between us and other Native people within the United 
States. We have no reservations. We have no trust lands. Our 
whole, the viability of our cultures and ownership of our lands de- 
pend upon the viability of our corporations to maintain fiscal stabil- 
ity and in order to protect our land because it is not trust land. 

We considered the amendment on the 8(a) program to be an inte- 
gral part of the ANCSA economic settlement, and I was involved 
in 1986 in testifying before the Congress, asking for the inclusion 
of the SBA amendment as well as a whole package of other amend- 
ments that we felt were absolutely essential for the success of the 
land claim settlement and for our people. 

I also want to say, Alaska Natives have lived in our homelands 
for over 10,000 years, and we continue that, and we are here to 
stay. We have a land base, and we are building our capacity. One 
of the most important things of the 8(a) contracting is the capacity- 
building, the opportunity for mentorship, what we are learning in 
how to do business — absolute essential. 

What we have also done recently is we have commissioned a 30- 
year trend analysis to see how we have done in the last 30 years 
on a whole range of indicators, whether or not you are talking 
about education, health, infant mortality, life expectancy, and so 
forth. And I am here to report to you that we have made tremen- 
dous success in the last 30 years. 

I will give, for example, poverty rates among Alaska Natives. 
Thirty years ago, our poverty rates among our people were in the 
60 percent plus. Now, the poverty rate among Alaska Natives is 
down to 20 percent, and that is with a population that increases 
every 23 years and doubles in its population. That is a remarkable 
achievement by any standard and should be something held up by 
the U.S. Congress and the administration to other parts of the 
world of how to reduce poverty linked to economic growth. 

Chairman Manzullo. We have a red light here. 

Ms. Kitka. In conclusion 

Chairman Manzullo. You know what that means. 

Ms. Kitka. Yes. 

In conclusion, Mr. Chairman, the program is a success. We are 
proud to be a part of it. We have seven recommendations which we 
urge your consideration and which we think can make good eco- 
nomic policy for Alaska Natives, Native Americans, and I note for 
the delegate from Guam, many of those recommendations could 
specifically address some of the concerns that she has with the 
Chamorro people in Guam. 

Thank you. 

[The prepared statement of Ms. Kitka follows:] 
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Chairmen Davis and Manzullo, Ranking members Waxman and Velazquez and 
distinguished members of both committees, thank you for the opportunity to 
appear before you today on behalf of the Alaska Federation of Natives (AFN), to 
talk about the importance of the Small Business Administration’s 8(a) program to 
the Native people of Alaska and other important considerations. 

My name is Julie Kitka. I am testifying today in my capacity as President of the 
Alaska Federation of Natives (AFN), a position I have held for over fifteen years. 
By way of background, AFN is the largest statewide Native organization in Alaska 
representing more than 125,000 Alaska Natives residing in Alaska, and more 
than 1 20,000 Alaska Natives scattered over the rest of the 49 states. AFN was 
organized in 1 966 to facilitate bringing the various regional and village 
associations together, to advocate with one voice for a fair settlement of our 
aboriginal land claims. ^ 

With the discovery of oil in Prudhoe Bay, and the need for clear title in order to 
build a pipeline to bring that world-class discovery on line, to provide for the 
energy needs of our country, a sense of urgency created a historic opportunity for 
a settlement of our land claims. In December 1971, after years of effort by 
Members of the U.S. Congress, and Alaska Native leadership, the Alaska Native 
Claims Settlement Act, (ANCSA), P.L. 92-203 was signed into law by President 
Richard Nixon. In extinguishing aboriginal claims, Alaska Natives were 
compensated with fee simple title to 44 million acres of land and $962.5 million 
for lands lost to the State, federal and private interests. The Act created 13 
regional for-profit corporations and more than 200 village corporations to receive 
and oversee the land and monetary entitlements. 

Today, AFN is governed by a 37-member board of directors representing villages 
(both federally recognized tribes and ANCSA village corporations), 12 regional 

^ Attachments include a listing of the Native People and Languages of Alaska; 
and a map of the geographic division of the population. 
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non-profit organizations, and the 13 regional ANCSA corporations. AFN’s annual 
convention is the largest annual gathering of Native people within the United 
States numbering close to 5,000 individuals. AFN’s mission is to enhance and 
promote the cultural, economic and political voice of the Alaska Native 
community. 

Background: To gain perspective, it is helpful to realize that the United States is 
about half the size of Russia, about 3/1 0**^ the size of Africa, about Vz the size of 
South America, or slightly larger than Brazil, slightly larger than China and about 
2 14 times the size of Western Europe. Within the United States, Alaska is the 
largest state, about 2.3 times the size of Texas and about 1/5*’ the size of the 
lower 48 states. 



Alaska has one of the largest Native populations in the United States. Our people 
make up about 22% of the total population in Alaska and our people are 
scattered across the entire breadth of the state. Our Native cultures are land- 
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based, and our occupation and use of our land predates Plymouth Rock and the 
pyramids 


For comparison purposes, the next map is created by overlaying the boundaries 
of the State of Alaska over Europe. As you study the overlay, you will see how 
many countries of Europe are totally engulfed, or touched within the boundaries - 
such as Portugal, Spain, Germany, France, Switzerland, Italy, Austria, Slovenia, 
Macedonia, Bulgaria, Romania, Ukraine, Hungary, Belarus, Slovakia, and the 
Czech Republic. If you just stop and think of this for a minute, you will understand 
how large Alaska is as a land mass and how great the logistics and infrastructure 
needs are in terms of building sustainable economies. To survive and prosper in 
such an environment requires tremendous effort and supportive government 
policies. 
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Land Claims Settlement and the Promise of an Economic Base 

While Native leaders were finally successful in reaching a settlement with the 
United States on our land claims, we gave up much. Native land holdings were 
significantly reduced under the terms of ANCSA. Yet we accepted the settlement 
because we believed the United States would honor its trust obligation to us and 
that our people would benefit from the land, capital and corporations created by 
ANCSA and the economic opportunities that would be created. Since then many 
of our corporations have struggled to achieve the goal of economic self- 
determination. ANCSA’s successes and failures have been judged largely by the 
performance of the regional corporations. Unfortunately, many have experienced 
turbulent times. Shareholders expected the regional corporations to do 
everything; to protect traditional ways of life and ancestral lands used for 
subsistence; to provide for the social welfare of the people; to be profitable; to 
provide employment; and pay regular dividends. These often-conflicting 
expectations were complicated by the fact that the leaders of the new 
corporations had little or no experience in the business world. According to the 
ANCSA 1985 Study, prepared for the Secretary of the Interior, only one regional 
corporation had not reported a loss since its formation - and more than one had 
considered bankruptcy. The lack of economic development opportunities and 
basic infrastructure in Native villages made it virtually impossible for Native 
corporations to generate economic progress without assistance. 

8a Government Contracting & the Special Trust Relationship 
Over the years since ANCSA was passed, Congress has enacted many laws to 
foster self-sufficiency and economic development in Native communities. Among 
the most successful of these laws are the special provisions implementing 
Section 8(a) of the Small Business Act. The contracting status offered by the 
8(a) program is based on the trust and statutory relationship between Native 
Americans and the Federal Government. As you are well aware, there is a 
special legal and political relationship between the United States and Indian and 
Alaska Native Tribes, and that special legal and political relationship is grounded 
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in treaties, the United States Constitution, federal statutes, court decisions and a 
course of deaiing. We also note that this special legal and political relationship 
between the United States and Native American tribes includes Alaska Natives. 
Although the legal status of Alaska Native corporations is different than that of 
Tribes, it has long been recognized that a special legal and political relationship 
exists between the United States and Alaska Natives. 


The Federal Government has an obligation to foster self-sufficiency and 
economic development in Native communities. Congress amended ANCSAto 
help Alaska Natives overcome barriers to economic development in rural Alaska 
by allowing them to be eligible to participate in the 8(a) program. We consider 
this an integral part of the original ANCSA economic settlement. 


The ANCSA regional and village corporations and tribes in Alaska that have 
participated in the 8(a) SBA program have achieved success by providing real 
value and quality work for the government at a fair price. By paying attention to 
detail, and by being careful stewards of the responsibility entrusted to us by the 
government, we have delivered a needed service to the government while at the 
same time providing job opportunities and upward mobility economic 
opportunities for our Native people. 


Since our land base and resources are held by our Native corporations, and are 
not trust lands held by tribes with reservations status, the financial health of our 
Native corporations is extremely important to our continued existence as distinct, 
land-based cultures and peoples living in the United States. Contracting 
opportunities have allowed us to contribute to our country, gain experience, 
continue to build capacity, and reinvest profits back into our corporations and 
people for the future. 
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As First Americans who have used and occupied our homelands in Alaska for 
over 10,000 years, and who continue to live in the farthest Northern corner of the 
United States, we are here to stay. We have a land base and are building our 
capacity in the use of corporations, modifying the corporate structure with the 
help of the Congress to better meet the needs of our people. Every Congress 
since 1971 has had a package of technical amendments to fine-tune aspects of 
the settlement. 


Make no mistake about it; our 8a companies are not fronts for someone else. 

We have 34 plus years enmeshed in capitalism as a result of our 1971 land 
claims settlement in which you, the Congress choose the corporate form of 
governance for our people. We have had a steep learning curve. 

Participation in the 8(a) program has enabied our Native-owned businesses to 
develop the experience, skiil and expertise necessary to succeed in the 
competitive business market. The 8(a) program has helped Alaska Native 
entities overcome significant economic barriers, create and expand competitive 
businesses in the private and federal markets, create new business opportunities 
in remote rural areas of our state and return profits to our communities. 


30-Year Trend Analysis 

Over the last thirty years, Alaska Natives have made great progress in basic 
health, education and safety areas. A recent thirty-year trend analysis, which we 
commissioned, measured size, growth and structure of our population. The study 
looked at factors impacting population growth (including fertility, infant mortality, 
and life expectancy), labor and employment figures; poverty and income 
distribution; educational attainment levels; and health status. All showed 
remarkable improvements. For example, over the thirty-year period, poverty rates 
among Alaska Native decreased from the 60% + down to 20%. This is a 
remarkable achievement by any standard and was made possible by the 
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combined efforts of the federal and state governments and our people 
themselves. 

For the Native leadership, one troubling aspect is the continuing disparity 
between Alaska Natives and other Alaskans in nearly all sectors. We are 
continuing to focus on strategies and actions to close the gaps. We have 
recommendations, which follow later in the testimony. 


Alaska Native Participation in the 8 a Program - Part of the Solution 
One of the reasons we are here today with a united voice, is to tell you that we 
need this program for our people. It is an exceedingly rare example of federal 
Indian policy that successfully promotes economic development and self- 
sustainability without large direct federal appropriations. 

Outspoken opponents, inaccurate media and calculated leaks about the GAO 
report are attempts by organized parties to discredit the success of the program. 
The fact is that the actual GAO report shows no wrongdoing on the part of Alaska 
Native corporations, it mostly addresses areas within the SBA oversight that 
need attention. 


I am glad this committee will have a chance to understand that this attempt to 
discredit the Alaska Native corporations has failed. It is now time for you to hear 
the truth about the program. The program is the cornerstone of our future and 
we need to strengthen it for the benefit of all Alaska Natives and American 
Indians. 

As less and less funding is available for Indian concerns including health and 
social benefits, Congress should look more closely at programs like this one that 
benefit both Alaska Natives and American Indians by helping them attain 
economic independence. 
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In conclusion, Alaska Native corporations and Alaska’s Tribes engaged in the 
8{a) program provide benefits to Native communities and whole regions of 
economically and socially disadvantaged people, as recognized by the current 
law, whereas in an individuaiiy owned 8(a), the owners retain all the benefits. 


Recommendations: 

The following recommendations are offered in the spirit of positive dialogue on 
the role of the federal government to constantly seek to expand the “economic 
pie", and share the prosperity of our growing economy to pockets within the 
United States that are often left out, and left behind. 


1 . Recognizing that U.S. businesses, including Alaska Native corporations, 
are not just competing with other states for jobs, but are also competing 
with China, India, Korea and other countries for the capital to build 
businesses; and recognizing that the jobs go where the businesses go. 
Congress should make high-speed telecommunications a national priority 
to help drive uo our country’s productivity and potential for economic 
growth. We need fast, accurate communication networks to stay 
competitive in the global economy. Given the geographic breadth of 
Alaska, and its strategic location in the growing East-West sphere, we 
need the most advanced telecommunications services in order to continue 
to build our capacity and to compete for jobs and capital. 

2. Congress should enact legislation to change the investment climate in 
rural Alaska and within reservation economies across the country. The 
Congress should support economic development by creating investment 
guarantees by expanding current US economic policy to offer domestically 
the same incentives that are offered to investors in China. India and Brazil . 

3. Congress should authorize a feasibility study of a demonstration project in 
Alaska to be the first outsource free trade zone in the United States. 
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Similar feasibility studies should be authorized for other Native American 
communities if there is interest. In order for the US to compete worldwide 
for jobs and capital, we must be able to offer advantages, which can 
compete with other major out source suppliers in China, India and now 
Dubai in the United Arab Emirates. Recent reports indicate that Dubai is 
looking at a targeted share of 5% of the global outsourcing industry in five 
years. They have set up a trade zone that offers advantages as streamline 
bureaucratic processes, zero corporate income tax, personal tax and sales 
tax; and the country is tunneling a large amount of funds into construction 
and diversification plans. A feasibility study of a demonstration project in 
Alaska, and within other Native American communities would examine the 
pros and cons of such an approach in the United States, and whether it 
would make sense . If Congress decided to authorize such a feasibility 
study, the AFN would like to be a part of it. 

4. Congress can enact legislation to create “knowledge economy 
ecosystems” designed to support the business and government needs of 
information and communications technology and include other sectors. 
Congress is aware that knowledge is the most valuable commodity in the 
economy of the post-industrial world. Congress can ensure that Alaska 
Natives are able to participate in the global economy, even among such 
giants that have tremendous wealth and the ability to innovate beyond 
what we can imagine. Congress should note that Dubai is setting up what 
they call the Dubai Knowledge Village - described as a vibrant, connected 
learning community that will develop the regions talent pool and 
accelerate its move to the knowledge economy. Congress must not allow 
U.S. businesses to fall behind or be hobbled in their drives to be 
competitive entities in the global economy. 

5. Congress can support demonstration projects on workforce development 
for the knowledge economy - multiple demonstration projects, including 
one in Alaska. A multi-department initiative including the U.S. 

Departments of Labor, Education and Commerce is needed immediately. 
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6. Congress should authorize and fund a knowledae-manaaement/financlal 
entity to capture best practices in government contracting. This entity 
would foster innovation in developing the capacity of Alaska Native 
peoples and their organizations. It would identify strategic drivers; forecast 
various economic scenarios and trends, review developing models for 
promising practices in delivery of services for both the government and 
private sector. Most importantly it would work to help facilitate expanding 
mentorship opportunities and breathe fresh air into technical assistance 
efforts. A focus on improved productivity and best practices would equal 
savings to the government and improved services. Again, a similar entity 
to focus on reservation specific contexts should be considered if there is 
interest. 

7. Congress should establish two different financial funds, a Native American 
Economies Diagnostic Studies Fund and a Native American Incubation 
Center Fund” . The first fund, the “Native American Economies Diagnostic 
Studies Fund” would be designed to provide comprehensive economic 
analyses of Native economies and, in turn, offer recommendations to 
remove or ameliorate inhibitors to greater investment and job creation. 
The second development fund, the “Native American Incubation Center 
Fund”, would be designed to encourage the design and implementation of 
pro-growth economic policies to help stimulate Native economies. AFN 
strongly supports the underlying rationale behind the establishment of 
funds designated to these purposes and believe they would assist 
economic development throughout Alaska and within other Native 
American communities if they were enacted into law. 


In closing, I would like to commend both committees for their commitment to the 
issue of economic development and to looking at strategies for building healthy 
Native economies and stronger Native communities. I ask you on behalf of the 
Alaska Native people to consider the enormous benefits the 8(a) program has 
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provided to Alaska Natives and the role it plays In fulfilling the federal 
government’s obligation to foster self-sufficiency and economic development for 
our people. The continuation of the program is essential in helping Native people 
gain control over our future, over our lives, and over our destinies. 

Thank you for the invitation to testify, and I welcome any questions you might 
have. 


Attachments: 

1) Matrix of Alaska Native Organizations and State and Local Governments 

2) Matrix on Native Peoples and Languages of Alaska 
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Attachments 


Native Peoples and Languages of Alaska 

The aboriginal affiliation of Alaska Natives is derived from ancestral linguistic 
groups. The two major Alaska Native language families are the Eska-Aleutian 
and Na-Dene. Eska-Aleutian languages are further divided into Aleut and 
Eskimo — the two major languages in Eskimo are Yupik and Inupiaq. The Na- 
Dene family language includes the Athapaskan languages, Eyak and TIingit. 
Other language families in Alaska are Tsimshian and Haida. 


Alaska Native Language Groups 


Language Family 

Language Names 

Eskimo-Aleut 


Aleut 

Aleut 

Eskimo 

Alutiiq (Sugpiak) 

Central Yupik 

Siberian Yupik 

Inupiaq 



Tsimshian 

Tsimshian 

Haida 

Haida 

Athabaskan-Eyak-Tlingit 


TIingit 

TIingit 

Eyak 

Eyak 

Athabaskan 

Ahtna 

Tanaina 

Ingalik 

Holikachuk 

Koyukon 

Upper Kuskokwim 

Tanana 

Tanacross 

Upper Tanana 

Han 

Kutchin 
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Geographic Divisions The Inupiat live in North Alaska, along the Beaufort and 
Chuckchi Sea coasts (and inland), along the Kotzebue Sound, and down to 
Unalakleet in the Norton Sound. The Siberian Yupik (Eskimos) live on St, 
Lawrence Island, while the Central Yupik can be found along the coast (and 
inland) of Norton Sound from Unalakleet to Egegik in Bristol Bay. The Alutiiq 
(Eskimos) are found primarily on the Alaska Peninsula, Kodiak Island, and along 
the coast into Prince William Sound up to Eyak. The Aleuts live primarily on the 
Aleutian Islands. Athabaskans (Tanaina, Ahtna, Ingalik, Upper Kuskokwim, 
Holikachuk, Koyukon, Tanacross, Upper Tanana, Han, and Gwich’in) are found in 
Interior Alaska. The Eyak, TIingit, Haida and Tsimshian live primarily in southeast 
Alaska. 
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Chairman Manzullo. Thank you very much. 

I think we are talking about two different things. I think Mr. 
Alford hit it on the head. It is that 8(a) was not set up to be a com- 
munity development program. It was set up to be a helping hand 
for small, struggling businesses until they get their legs firmly put 
upon the land and develop some business practices and are able to 
go out and compete on their own. So we have two different things 
going here. 

There is a good argument, a good factual argument that these 
8(a) exceptions have helped dramatically the Alaska Natives. But 
if you take a look at Mr. Ramos’ figures of the Department of De- 
fense, he said that of the contracts awarded, I believe that $1.1 bil- 
lion goes to Alaska Native Corporations, $1.2 billion to African- 
American, and about the same to Hispanics. If I do the calcula- 
tions, if 22 percent of the people in Alaska fall into the category 
for inclusion as Alaska Natives, that is about 144,000 people that 
are not only situated just in Alaska, but according to the testimony 
of Mr. Garber, 400 of the 600 live I believe outside of Alaska. 

Mr. Garber. No. 

Ms. Kitka. Mr. Chairman. 

Chairman Manzullo. Is that correct? 

Mr. Garber. No. They live in the village. They live in the region. 

Ms. Kitka. Mr. Chairman. 

Mr. Garber. Outside the zone. They live in the region. 

Chairman Manzullo. OK. 

Mr. Garber. Within 50 miles of the village. 

Chairman Manzullo. OK, all right. Now my question is 

Ms. Kitka. Mr. Chairman. 

Chairman Manzullo. Yes. 

Ms. Kitka. The current census says 125,000 Alaska Natives 
within the borders of our State, 120,000 Alaska Natives scattered 
over the rest of the United States. 

Chairman Manzullo. OK. Now, as to the latter, are they in- 
cluded in the dividends that are paid by the ANCs, just based upon 
meeting the qualifications to belong to Alaska Native tribes? 

Ms. Kitka. Mr. Chairman, I could address that. The require- 
ments in enrolling for the land claims is you had to meet a certain 
blood quantum, you had to have been alive on December 18, 1971. 

Chairman Manzullo. No. I understand. I am talking about the 
corporations when the dividends are paid. 

Ms. Kitka. Yes, what I am saying is when you enrolled in 1971, 
no matter where you lived, if you lived if Seattle, if you 

Chairman Manzullo. There are people who are Alaska Natives 
that are not working with the corporations, the ANCs, that have 
their own businesses, regardless of their wealth, that are still the 
beneficiaries simply because they belong to the qualifying tribe by 
tribal definition, isn’t that correct? 

Mr. McNeil. That is so, under the Alaska Native Claims Settle- 
ment Act. 

Chairman Manzullo. That is right, and I am not trying to say 
there is anything wrong with that. But what I am saying 

Mr. McNeil. There is even a 

Chairman Manzullo. Let me finish my point. What I am saying 
is what Mr. Alford is talking about is the 8(a)’s that are represent- 
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ing the African-American and the Hispanic community and the oth- 
ers covered by 8(a), those are individual businesses where the own- 
ers themselves who are working, not just because they are mem- 
bers of a corporation to get the share and the benefit of the profits 
of the corporation. That is the struggle going on here as to 8(a) 
being used as a tool of economic development for ANCs and 8(a) 
being used as a helping hand up for the other so-called, well, for 
the other minorities that are involved in it. 

That is where we are having our problems as Members of Con- 
gress because to the Harry Alford and to the Hispanic community, 
they see this gross disparity of amounts of money going to the 
ANCs in terms of the awarding of the contracts as opposed to the 
other minorities. This program is working well, but that is not 
what 8(a) ever intended was to work this well toward just one 
group of people that are involved in these contracts. 

Mr. McNeil. 

Mr. McNeil. Yes, Mr. Chairman. Congressional policy certainly 
has evolved over time and including the advent of the Alaska Na- 
tive Claims Settlement Act. The Native people of Alaska gave up 
quite a bit for that claims settlement, and that is part of it. 

Chairman Manzullo. I understand, but so did other Native 
American tribes 

Mr. McNeil. That is true. 

Chairman Manzullo. That are not included with the special ex- 
ceptions. 

Mr. McNeil. The other, the Native Americans are also included 
in the same program. 

Chairman Manzullo. OK, all right. 

Mr. Garber. Mr. Chairman. 

Chairman Manzullo. Yes. 

Mr. Garber. The program has evolved in community develop- 
ment. I would say that there is a strong argument to say that our 
8(a) exception isn’t necessarily pointed at community development. 
It is development of businesses and the benefits, and there is a 
larger beneficiary pool, not just the shareholders, but there is also 
descendants who all gain from the benefits of our scholarships and 
the like. 

The new HUBZone regs are all about community development in 
places that have nothing to do with Indians. 

Chairman Manzullo. I understand. 

Mr. Davis. 

Chairman Tom Davis. I have a couple questions. 

Look, nobody quarrels with the intent of the Native Claims Act 
or of the ANC. We understand what the purpose is. 

I come at it from a different point of view. I oversee the commit- 
tee that oversees all Federal procurement. Whenever you let people 
go out with sole-source bids, we just don’t think you get the same 
value as when they are competed. You talk about a seat at the 
table, and I think the comment from Mr. Totemoff was that people 
don’t want to see Natives at the table. I want you at the table; I 
just don’t want you to have your own table. We want you out there 
competing with these others, with other 8(a) companies and the 
like. They have written different rules for you, so that when we go 
out and you compete for a contract, you are in a class by yourself 
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For a Government procurement officer, a small business officer 
to go out, they can negotiate just with you and other 8(a)’s but you 
count against 8(a) percentages and everything else, and it just 
makes it a little too neat and convenient. That is the concern. 

We are trying to figure out what the best way is. There is a cost 
to the Government for doing that. We are just trying to take a look 
at it in this context. I don’t think anybody, any ANC has abused 
the process. These were the rules that were written. You are doing 
what you ought to be doing. I just think on the Government side 
sometimes, as this has grown, it has grown at the expense of peo- 
ple who could have been in there bidding and offering the best 
deal. 

Mr. Alford. 

Mr. Alford. Congressman Davis, it is rather hideous to hear Mr. 
Ramos say that everything is on par because they all have a billion 
a piece. Forty million African-Americans, forty million Hispanics, 
the population of Alaska Natives, less than half the district, any 
one of your Districts, and they are on par? For the gentleman to 
say, well, I just made $200,000 a year. Ninety percent of my con- 
stituents would love to make $200,000 a year. 

Chairman Tom Davis. I wouldn’t mind it. 

Mr. Alford. Thank you. I am wondering about the reality of the 
whole thing. 

One last thing, Akima has been mentioned — Charlotte, NC, 
spawned in Charlotte, NC. Look at the Katrina rebuilding and the 
ANC involvement — Norfolk, VA; Greenbelt, MD. 

Chairman Tom Davis. They have some in my District, too. Let 
me just say 

Mr. Alford. Are they Alaska Natives? 

Chairman Tom Davis. Well, the shareholders are Alaska Natives 
and that is where the money goes. The profits go back into Alaska. 

Mr. Alford. They are not Alaska Natives though. 

Chairman Tom Davis. The employees may not be, but the own- 
ers of the corporation, as I understand, are Alaska Natives, and it 
gets channeled back there. I don’t think there is anything improper 
about that, but here is what concerns me. What concerns me is, 
again, getting the Government’s best value. 

Mr. Waxman brought this up earlier. Henry and I don’t agree on 
everything with Government contracting, but he has been very con- 
sistent in saying that we should not be doing a lot of sole-source 
contracting, no-bid contracting where you are just sitting across the 
table with one company and a Government negotiator. You ought 
to have other companies there. The difficulty on the ANCs is you 
are not at the table. Your 8(a)’s aren’t at the table. Other 8(a) 
aren’t at the table. Other large companies aren’t at the table. We 
think in competition, ANC still may end up getting the work. They 
do a lot of good work, but we just think the Government is going 
to get a better value if they do that. 

That is my point. If you take exception to that, but that is 

Mr. Garber. Mr. Chairman, I am one of the few at the table ac- 
tually who actually operate these companies, and I am right there. 
We have substantial cost savings to the Government in multiple 
millions of dollars in manufacturing. For the most part, our pri- 
mary areas in the 8(a) are heavy-duty aircraft maintenance of jets 
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and helicopters. We have very, very few, if any, small businesses 
who do that. We do 

Chairman Tom Davis. Do you object to competing? 

Mr. Garber. We are actually beating large business and the 
proof in the pudding is that large business, after a number of 
years, is coming to us to subcontract because our rates are cheaper 
and we are 

Chairman Tom Davis. But you shouldn’t be afraid of competition, 
that is all I am saying. 

Mr. Garber. Over time, I wouldn’t be, except that, as you know 
better than I do, large businesses can do any number of different 
contracts. 

Chairman Tom Davis. I wouldn’t mind you competing against 
other 8(a)’s. That would be fine. The difficulty is that their thresh- 
old for sole-source is $3 million or $5 million, and you have no 
threshold. 

Mr. Garber. In most situations, there are reasons why we have 
actually avoided the pools of under five and under three. 

Chairman Tom Davis. Let me ask you this. How many contracts 
do you have that are open contracts that are basically open to ev- 
erybody? 

Mr. Garber. We compete almost 100 percent right now of our 
services contracts in small business competes. 

Chairman Tom Davis. But you are small business. How many 
contracts have you won that are full and open? 

Mr. Garber. On the services side, on the manufacturing side, 
like I said, 10 to 15 percent. On the services side, we have only 
been bidding for the last 9 months. 

Chairman Tom Davis. So you are new. In time, you think you 
can move to that, is what you are saying. 

Mr. Garber. Yes. 

Chairman Tom Davis. Let me ask you the others. I am not advo- 
cating it. I am just trying to get a flavor for how many contracts 
you are winning in the open marketplace. 

Mr. Garber. Well, I also, you are making the point that we are 
losing money for the Government. We are winning. Our rates are 
about one half to two-thirds big businesses. 

Chairman Tom Davis. Well, if they are, why can’t we compete it 
against others, if your rates are so good? 

Mr. Garber. Because the effect of these things on us is that big 
business is being protected from us. 

Chairman Tom Davis. Why in the world can’t you compete 
against other small businesses? 

Mr. Garber. Because they can’t do what we do. 

Chairman Tom Davis. Then you are not afraid of competition. 
My point is a very simple one. We can compete against you in an 
8(a) pool, and you would be treated like other 8(a)’s. The difficulty 
isn’t that we don’t want you at the table. We want you at the table. 
We would just like to have other people at the table. That is the 
only concern. 

I don’t want to upset something that is working for Alaska Na- 
tives. Congressman Young, I think made a very eloquent presen- 
tation today about what this is doing, going back historically. We 
are not trying to upset the whole thing, but there is a concern, at 
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this committee level, whenever anybody is given these no-bid con- 
tracts and you are sitting across with a Government negotiator. I 
did this for a living for 20 years. I understand the way it works. 

If you have a couple other companies there with you, small busi- 
nesses if they can find them, but right now, they are prohibited 
from looking at them because they have a threshold. For Mr. 
Alford’s company, it is $3 million to $5 million. When you are sit- 
ting down with a $30 million, you are the only guys in town, and 
that is the concern. I just say that. 

Now you do a lot of good work. This is the right way to do it. 
You are earning your way. You have done nothing wrong. You are 
operating under rules that we have written. Our question is: 
Should we revisit the rules a little bit and tweak them a little bit, 
so maybe we can include a little bit more competition, not from the 
large companies but maybe from other small companies in this 
pool? 

Mr. Garber. That is my problem, and I guess that is the point 
that you don’t understand, that the vast majority of all the source 
contracts, sole-source contracts are big business. They are not 
small business, and they are not us. In the time that we have been 
speaking 

Chairman Tom Davis. I agree with that. 

Mr. Garber [continuing]. At this hearing, there are more sole- 
source contracts 

Chairman Tom Davis. Let me tell you something. This commit- 
tee has jumped all over other agencies, just so you understand, be- 
cause of sole-source, even in emergency situations. We have four 
areas in Iraq. So I don’t need a lecture from you to tell me what 
we are doing on that. 

Mr. Garber. Oh, I am sorry. 

Chairman Tom Davis. We are going after sole-source and these 
no-bid contracts everywhere. So this is a small piece of that. I am 
asking you, though, if you could compete with other small busi- 
nesses, that is OK, isn’t it? You can beat them straight up, can’t 
you? 

Ms. Bordallo. In our areas, it would be a concern. We do now, 
and there are not that many who can do what we do. 

Chairman Tom Davis. So you ought to be OK, and that is the 
concern. The difficulty is that a lot of small 8(a) businesses can’t 
compete with you because of the size limitations that they have 
that you don’t have. 

Mr. Garber. That is not the reason they can’t compete with me. 
Not many mom and pop’s maintain jets and not many mom and 
pop’s have the manufacturing organizations. 

Chairman Tom Davis. Then that is fine. That is fine. I don’t 
have a problem with that, but in some of the IT and some of the 
other areas, there certainly are competitive parts to this. 

Mr. Alford. Sir, I would like to introduce him to some 8(a) firms 
who do maintain jets. 

Chairman Tom Davis. Well, I think the Government can find 
them if they do it, and if they can find them, I think you are still 
going to win a lot of contracts. 

Mr. Garber. We compete against that. 
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Chairman Tom Davis. I still think you are doing a lot of good. 
That is my only point. 

Ms. Sandvik. Excuse me, a couple of points I would like to make. 
No. 1, there seems to he some question about whether it is appro- 
priate to have different caps, limits placed, and that somehow or 
another, there is a suggestion that is inappropriate for Alaskan Na- 
tive Corporations to not he subject to the same caps that some of 
the smaller, individually owned businesses are. 

Frankly, we believe it is absolutely appropriate. As I mentioned 
in my testimony, there are 11,200 beneficiaries of all of NANA’s 
business efforts, and so we distribute our profits amongst 11,200 
people. If we were held to the same threshold as the $3 million, 
and we earned a typical margin on that work of 5 percent, that 
means $150,000 would be distributed to 11,200, yielding a $13.15 
return. 

Chairman Tom Davis. Ms. Sandvik, in a vacuum, you are right, 
but here is the practical side of it. We drive these procurement offi- 
cers to meet a certain percent and threshold of 8(a) contracts that 
they are letting out. Because it is so easy for them to go no-bid, 
sole-source to you, basically they don’t give it to other people, and 
that is the difficulty with this. So we want to try to figure out a 
way out of it. It is an unintended consequence. 

I am not griping or complaining about what you are doing and 
the way this has come about. I am just saying I think it always 
works better for the Government when we are looking at contracts 
to have two or three potential bidders out there. If we can find two 
or three ANCs, that would be fine. I would feel better about that, 
but we can’t. The record shows that we haven’t been able to do 
that. This is driving some fairly large procurements at this point. 
That is the concern. 

I think some of the other concerns, I think you have addressed 
very well today, but that is the concern. 

Mr. Waxman. Thank you. 

Mr. Totemoff, let me ask you some questions about a TSA con- 
tract for maintenance of airport screening equipment. This is a con- 
tract that Chenega sought but did not receive. 

In late 2004, TSA planned to hold a competition for this contract, 
and the plan was for companies to submit informal white paper 
proposals before a formal request for proposal was sent to a smaller 
number of select contractors. Both Chenega and Siemens were 
among the contractors that made it to the second round, is that 
correct? 

Mr. Totemoff. Yes, I believe so. 

Mr. Waxman. At this point, the competition was halted because 
of political pressure. According to a November 1, 2004 e-mail from 
Lee Kair, the Acting Assistant Secretary for Acquisition, the entire 
Alaska congressional delegation was pushing for Chenega to re- 
ceive the work under a no-bid contract it had with Customs and 
Border Patrol. The e-mail states, “Staff from these offices have 
been adamant that we evaluate an option using a CBP contract 
with Chenega for similar services.” Then the other documents con- 
firm that TSA officials met with the staff of the two Senators from 
Alaska on October 19, 2004. 
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Mr. Totemoff, did Chenega ask the Alaska delegation to inter- 
vene with TSA on Chenega’s behalf? 

Mr. Totemoff. I am not aware of any such thing. 

Mr. Waxman. What specifically did you ask them to do? 

Mr. Totemoff. I really don’t recall the TSA contract. 

Mr. Waxman. Then if you didn’t ask them, the two Senators and 
a Congressman just decided on their own to begin pressuring TSA 
to consider giving the work to Chenega without a competition. 

Mr. Totemoff. Maybe. 

Mr. Waxman. That is what happened. Do you think that is what 
happened? 

Mr. Totemoff. It is possible. 

Mr. Waxman. The documents also show that TSA succumbed to 
this political pressure by giving Chenega special access to present 
its no-bid plan to TSA. Is that true? Did Chenega make a presen- 
tation about its proposal to a TSA panel on November 29, 2004. 

Mr. Totemoff. I don’t recall that far back, no. 

Mr. Waxman. 2004? 

Mr. Totemoff. Yes. 

Mr. Waxman. November? Well, according to the TSA documents 
obtained by the committee, Chenega proposed using Siemens as its 
subcontractor. A November 24, 2004 memo from Mr. Kair said, 
“Chenega stated that Siemens would deliver 100 percent of the 
technical effort.” In other words, Siemens “will execute the tech- 
nical work under Chenega’s management.” 

Is that right, Mr. Totemoff? Did Chenega propose to have a large 
non-Native subcontractor do all of the actual maintenance work? 

Mr. Totemoff. I don’t recall again. I don’t recall those e-mails 
that you are referring to. 

Mr. Waxman. Do you recall this whole issue of this contract? 

Mr. Totemoff. I recall we didn’t receive the contract. 

Mr. Waxman. In this case, TSA ultimately resisted the political 
pressure because it didn’t think a no-bid contract to Chenega would 
be a good deal for the taxpayer. Mr. Kair, the acquisition official, 
wrote, “While it asserted that it was convinced it could save over 
the current prime, Chenega was unable to demonstrate knowledge 
of current costs or provide a projected order of magnitude of sav- 
ings.” In addition, he concluded, “Sole-source negotiations simply 
cannot yield the kind of savings or pressure that the market brings 
to bear.” 

On November 29, 2004, TSA announced that it was resuming the 
competition. Siemens ultimately received the contract on March 1, 
2005. 

Mr. Totemoff, do you think it makes sense to award Federal con- 
tracts on the basis of who has connections to Members of Congress? 

Mr. Totemoff. I don’t believe so. 

Mr. Waxman. Although Chenega didn’t receive this contract, this 
is a disturbing case. An ongoing competition was halted due to po- 
litical pressure. This is not supposed to happen in our procurement 
system. 

This contract highlights another major drawback of a no-bid 
ANC contract. In the absence of competition and with a clear cri- 
teria for selecting contractors, contracting officials are susceptible 
to political pressure and lobbying. What I described is an unsuc- 
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cessful effort, but nevertheless it raises the question of if you don’t 
have competition, then the pressure is on to maybe give political 
favors to a bidder which means the taxpayers don’t get the benefit 
of competition and the procurement people feel they better go along 
with the political pressure, even though the taxpayers may not get 
the best deal. 

Mr. Totemoff. I think our corporation is ethically far better 
than that. I mean from my viewpoint, as being the president and 
CEO, I tell all my managers that we are going to either do things 
above board and always do the right thing. 

Mr. Waxman. Do you think it was reasonable to have a contract 
that you wouldn’t be handling but Siemens would be handling and 
then get it on a no-bid basis? 

Mr. Totemoff. Again, I don’t recall the final negotiations of the 
TSA contract. What I do recall is we didn’t get it. 

Mr. Waxman. Thank you. 

Thank you, Mr. Chairman. 

Chairman Manzullo. Ms. Velazquez. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Mr. Totemoff. 

Mr. Totemoff. Yes. 

Ms. Velazquez. You know you made a comment about the fact 
that this is all about people not wanting to see Native Americans 
at the table. You are totally wrong. We in Congress are in the busi- 
ness of making sure that things are done the right way and if there 
are fixes that need to be done, that is our responsibility. Since SBA 
has not taken oversight seriously for the last 5 years, we need to 
make sure the taxpayers’ moneys are protected. 

Mr. Alford, agencies want to buy things the fastest and easiest 
way possible. If agencies were split off from the 8(a) program, agen- 
cies will have the choice of the 8(a) program with no contract dollar 
limit or 8(a) with its restriction on the company, the owner, and 
the contract. Even considering civil rights implications and the pos- 
sibility of not achieving contracting goals, which are limited multi- 
weighted factors, wouldn’t we be setting up a situation where con- 
tracts would disappear from the 8(a) program in a monumental 
fashion, even faster than they are now. 

Mr. Alford. Congresslady, the best agency that uses 8(a) con- 
tracting programs and has the best results and diversity is HUD, 
and Secretary Jackson will tell you: I use the 8(a) program to make 
sure we have diversity in HUD. They are the best agency, and I 
don’t see ANCs proliferating over there because they use the true 
spirit of the 8(a) program. 

God bless AN(?s and give them half the Federal treasury if he 
deems necessary, but let them have a program that does not prey 
on Hispanic, African-American, and Asian 8(a) companies. A $2 bil- 
lion increase, ANC; $2 billion increase, other ethnicities. There is 
a direct correlation there. 

Ms. Velazquez. Again, as you know, ANCs are able to receive 
multimillion or billion dollar contracts without competition. The ra- 
tionale for that was to encourage economic development that we all 
support. Given this, do you think we should be making sure that 
the profits from these contracts are used for the stated purpose of 



283 


economic development and not to line the pockets of executives who 
have nothing to do with Native Alaskan communities? 

Mr. Alford. Absolutely, and my concern in this whole thing 
came out of these ANC “companies” in the good old South and 
going to their facilities, not seeing one Alaska Native and seeing 
billion dollar companies that have a subsidiary arm called an ANC 
that is feeding the other companies of this conglomerate. So I think 
there should be some serious auditing done to see exactly where is 
the money done. 

Ms. Velazquez. Thank you. 

Ms. Sullivan, can you talk to the committees a little bit about 
how ANCs serve as enablers for agencies to do more contract bun- 
dling? 

Ms. Sullivan. I had a difficult time hearing you. Would you 
mind repeating the question? 

Ms. Velazquez. Can you talk to the committees a little bit about 
how ANCs serve as enablers for agencies to do more contracting 
bundling? 

Ms. Sullivan. The larger the contracts that they are allowed to 
award, the more bundling that we think happens. So, because the 
ANCs do not have the same limitations that other 8(a) companies 
do in terms of sole-sourcing, I think that it is pretty clear there is 
a trend toward larger contracts. 

Ms. Velazquez. What do we need to do about this? 

Ms. Sullivan. You know, there are a lot of recommendations. 
The President, in 2002, in his contract bundling initiative, laid out 
nine steps. But it seems, and the 2005 SBA IG audit, they are say- 
ing that SBA failed to create a statutorily required data base for 
tracking bundled contracts. The agencies have told the GAO that 
the definitions are complex and unclear. And so, there is a lot of 
work, in our opinion, that needs to be done by the agencies to make 
sure that contract bundling is properly reviewed. 

Ms. Velazquez. In what way do you think the definition of bun- 
dling should be modified? 

Ms. Sullivan. You know, I have the definition somewhere here 
in my papers, but it is very, very long and it is a number of pages. 
I would like to be able to come back to you with that answer be- 
cause I think that takes some serious review on our part. 

Ms. Velazquez. Thank you. 

Mr. Chairman, I just would like to add for the record that we 
have in the 8(a) program, 9,700 8(a) firms and 154 8(a) ANCs. That 
get 13 percent of all the 8(a) contracting dollars. Less than 2 per- 
cent of the 8(a) contracts go to the ANCs. The problem here that 
we have is, to have a level playing field, the ANCs, without compet- 
ing and sole-source, which the rest of the minorities who are under 
the 8(a) program do not have. How can we benefit or allow for the 
8(a) contractors, minority contractors to have a level playing field, 
so that we allow for them to have access to the fair marketplace? 

There is no level playing field, and I think we need to look into 
ways legislatively that we can address that imbalance. 

Thank you. 

Chairman Manzullo. Mr. Alford and Ms. Sullivan, actually any- 
body, can you describe to me a typical 8(a) company? 
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Mr. Alford. Over the last 5 to 6 years, a typical 8(a) company, 
a college graduate with Fortune 1000 experience and a specific de- 
gree, usually family owned, husband and wife, two brothers, with 
skill sets that identify them as probably going to be successful, just 
need to get into the program and get that break and get that expe- 
rience and they grow. 

One of our larger companies, S.R. Smoot Corp., a construction 
company, has been around since 1946. Lewis Smoot, second genera- 
tion, comes out of Michigan State with an engineering degree and 
convinces his father and uncles that they can take this company 
farther if they employ the right people and do the right thing. He 
convinces them to get into the 8(a) program in the 1970’s. Today, 
they do about $800 million in construction and do a lot around here 
in Washington, DC. 

Chairman Manzullo. Are they still 8(a)? 

Mr. Alford. Oh, no. They graduated years ago. But I am saying 
and as I said in my report, most of these 8(a)’s, when they grad- 
uate, are probably going to spell big success, the ones who are get- 
ting the contracts and know how to market and get through it. 
There are many 8(a)’s, and that is becoming less and less, who rely 
totally on the 8(a) program and don’t prepare for graduation. But 
today that curve is changed, and as I said in my testimony, the ma- 
jority of our businesses who have succeeded are 8(a) graduates. 

Chairman Manzullo. Do you know of companies that lost con- 
tracts to 8(a) ANCs? 

Mr. Alford. I know companies that are livid. Jerry Harris, Cir- 
rus Technology, Huntsville, AL, you would have to arrest him if he 
came into this room right now today. He couldn’t control himself. 
He has lost many millions of dollars. He is 8(a). He is African- 
American. 

Chairman Manzullo. How many employees? 

Mr. Alford. Probably at the top, 100. Disabled veteran, top se- 
cret clearance, Vietnam Vet, can do maintenance on jets, but he is 
livid about the contracts that he has lost. He calls me monthly. 
What are we going to do about the ANCs? 

I think what we have here, you have apples and oranges, and 
they have a serious situation, but it is not similar to the situation 
of a typical 8(a). So, why are they in the same arena? Why can’t 
Congress come up with a program specific for the ANCs that 
doesn’t create them as being predators to the traditional 8(a) com- 
pany. 

Chairman Manzullo. The other Native American tribes do not 
enjoy the same exceptions. 

Mr. Garber. Yes, they do. 

Chairman Manzullo. Do they, under the $5 million and $3 mil- 
lion? They don’t take advantage of it. 

Mr. Alford. Let me, something I am kicking around, there are 
African-Americans Indians, Pequots in Connecticut, plenty in Okla- 
homa. I am going to get some of them into the ANC program and 
then probably it will go away when that happens. 

Chairman Manzullo. I just have one other question. There is a 
reason for this hearing, and that is that members from across the 
Nation have approached me and Mr. Davis about why there are 
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8(a)’s who are not even 8(a)’s. We are outside the realm of 8(a)’s 
with regard to competition. 

If I look at the demographics, the population of Alaska in 2004 
is 655,435. The Natives, and this is according to the Government 
definition, is 96,505 or 15.4 percent. The 8(a) program has evolved 
into something that it was never intended to do. This is coming 
from Congress that we are in a position where obviously we rep- 
resent our congressional districts, but as a whole, I see this going 
in the wrong direction. It is self-destructive, and it could end. 

It could be big problems for the future of the 8(a) program, if the 
complaints continue to come this way from the 8(a) participants 
themselves. They are wondering, why even have an 8(a) program 
when 13 percent of the contracts are going to 154 companies rep- 
resenting 96,000 people as opposed to 9,700 companies represent- 
ing tens of millions of others that come within the definition of mi- 
norities within the 8(a). That is the reason for the hearing. 

Nobody here is picking on the Native Americans in Alaska. That 
is not the purpose of the hearing. It is to show that there are huge 
concerns, and the message has been very clear. That is that the in- 
dustry itself ought to take a serious look at trying to resolve this 
issue. The last thing you want to do is have Congress try to fix it 
and foul it up again because this place is notorious for trying to fix 
issues like this one which have to be resolved within the industry. 

I have no further questions. 

Mr. Waxman, did you have any questions? 

Mr. Waxman. Yes. 

Mr. McNeil. Can I comment on the equal playing field issue? 

Chairman Manzullo. Yes, sir. 

Mr. McNeil. I think the story is incomplete here in the sense 
that comparing our owners and constituents of Native people as 
tribal members with the very large numbers of other minority 
groups because it would be the same and it would be a good anal- 
ogy, if in fact those 9,700 individual entrepreneurs distributed all 
the benefits to 40 million people, and they don’t. That is an obliga- 
tion that we have to essentially distribute the benefits to our peo- 
ple, and we have done it. I think there is very good evidence of 
that. 

But I think that is a very important fact here because if there 
was that sharing that went out to a broad base of people, then I 
think the analogy would make some sense. 

Ms. Velazquez. May I ask you a question? 

Mr. McNeil. Yes, ma’am. 

Ms. Velazquez. In any given contract, can you give 49 percent 
of the contract profits to a non-Alaskan executive? 

Mr. Garber. Any 8(a) can do that. 

Mr. McNeil. Yes, any 8(a) can. 

Mr. Garber. Us or the individually owned ones, that is an 8(a) 
regulation not unique to Alaska Natives. 

Mr. McNeil. Let me clarify that as well. 

Ms. Velazquez. I don’t think that is the intent of the law. 

Mr. Garber. The law applies to all 8(a)’s. 

Mr. McNeil. Representative Velazquez, there is a mentor-pro- 
tege program that does allow participation in a partnership, and I 
believe the question here is really what benefit occurs in that kind 
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of partnership. The benefit that we, as Alaska Native people, as 
tribes, achieve in those partnerships is that they build capacity in 
our companies that we don’t have or in our people because it pro- 
vides a level of expertise that we are able to develop over a period 
of time. I think that is one of the key intents of those relationships 
which are permissible under the law and regulations. 

Chairman Manzullo. Yes, Ms. Kitka. 

Ms. Kitka. Mr. Chairman, I just had one comment. You raised 
earlier the concern about the jobs leaving the country, going into 
other countries and the loss of jobs. Our recommendation No. 3 ad- 
dresses that, and it is, we put that forward with the good will that 
what we would like to see this committee, this joint committee do 
is expand the economic pie for Alaska Natives, Native Americans, 
other minorities in this country and not pit us against one another. 

We very carefully calculated some different recommendations 
which we think would be very, very timely. This one in particu- 
larly, especially taking a look over the past months of the con- 
troversy of Dubai on wanting to take over the ports, on that, we 
have spent some time studying what they were doing. They were 
building a first of its kind, world class outsourcing tax/trade-free 
zone. For U.S. businesses, including homegrown ones like Alaska 
Natives, for us to be competitive in the global economy, we need 
to be able to match up on that. 

I really strongly commit, strongly urge the committee to take a 
look at our recommendations and look at how to expand the eco- 
nomic pie and how to create incentives that will benefit Hispanics, 
African-Americans, Alaska Natives, Native Americans. There are 
ways to solve some of these issues and these conflicts by expanding 
the opportunities as opposed to pitting us against each other. So 
I just respectfully urge you to consider some of these things. 

We are very concerned about the jobs leaving the United States 
and would like to really engage in some talking about how do we 
create more economic opportunities; how do we make American 
companies more competitive in the global economy; and how do we 
grow the investment climate in our country, so that we become 
magnets for these jobs as opposed to them going over to India or 
China or other places as well. 

So, thank you very much. 

Mr. Alford. Mr. Chairman. 

Chairman Manzullo. Yes, sir. 

Mr. Alford. Take $2 billion from our community and then say, 
now, let us get along. It is a cancer to us, and we are not going 
to get along with it. 

And I was saying about the size of the populations, how ludi- 
crous it would be if my constituents had that same scale. I am not 
asking for it. I think it is crazy. But, as the scale clearly shows, 
it is a different animal from us. We are different animals. We don’t 
belong in the same corral. 

Chairman Manzullo. Well, I hate to end on that note, Harry. 

You all have been extremely gracious with your time, extremely 
sincere, and I appreciate your testimony. I certainly want to thank 
the witnesses for coming today, especially those who have traveled 
from a great distance. 

The committees stand adjourned. 
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[Whereupon, at 4:34 p.m., the committees were adjourned.] 

[The prepared statement of Hon. Elijah E. Cummings and addi- 
tional information submitted for the hearing record follow:] 
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The Effect of the ANC Program on Federal Procurement and ANCs” 
Committee on Government Reform 

June 21, 2006 

Chairman Davis and Chairman Manzullo, 


Thank you both for holding this important hearing on the preferences Alaska Native 
Corporations (ANCs) receive in federal contracting. 

As you know, native populations in this country have experienced a long history of 
oppression. Alaska Natives in particular were denied claim to their land from 1884 to 
1971— nearly a century — ^before Congress addressed the problem. 

In the late 1 960s, under the leadership of then-Secretary of the Interior Stewart Udall, 
Congress enacted The Alaska Native Claims Settlement Act, which set aside land and 
funding to compensate Alaska Natives for their loss. The law set up 13 regional ANCs 
and 182 village, urban and group corporations to receive the available funding. 

The intent behind the law was to invest in the economic development of Alaska Native 
populations, in an attempt to make up for years of oppression. Congress recognized that 
there was “an immediate need for a fair and just settlement of all claims by Natives and 
Native groups of Alaska, based on aboriginal land claims.” 

You might say the need was not only immediate, but long overdue. 

Congress expanded its commitment to Alaska Natives in 1986 by making ANCs eligible 
for small business contracts. But somewhere between 1971 and now, the intent behind 
the creation of ANCs seems to have been lost. 

We are here today to discuss the findings of the recent Government Accountability Office 
(GAO) report titled “Contract Management: Increased Use of ANCs’ Special 8(a) 
Provisions Calls for Tailored Oversight” (GAO-06-399). 

The report says that ANCs have increasingly been used by larger, non-Native-owned 
companies to get no-bid government contracts. 
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The practice cheats Alaska Natives and it cheats American taxpayers. 

According to the GAO, this well-intentioned law is being used to thwart government 
oversight in contracting, taking away money available to Alaska Natives while costing 
the government unnecessarily high fees. 

Furthermore, the practice threatens all programs aimed at promoting diversity in 
government contracts: If this one program cannot operate as it was intended, how can we 
make the case that others will not also fail? 

Clearly, we must find a balance between supporting Alaska Natives and awarding 
government contracts in good faith. 

ANCs, like all other companies, should be hired by government agencies based on the 
quality of the services they provide. They should not be used as a conduit for other 
companies to buck the system. 

We have a system in place for awarding government contracts for a reason: So that 
taxpayer dollars are used effectively and efficiently. Unfortunately, according to GAO, 
that has not been the case with ANCs. 

I regret that fact, and I am hopeful that we can find a way to fix the system so that ANCs 
can go back to what they were intended to be — a support system for an oppressed 
community. 

Thirty-five years after the passage of The Alaska Native Claims Settlement Act, native 
populations are still experiencing disparities. Situations like the one we are faced with 
today only act as roadblocks in the path to recovery. 

I look forward to the testimonies of today’s witnesses and yield back the balance of my 
time. 
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Thank you Chairman Davis, Chairman Manzullo, and other distinguished members of the 
House Government Reform Committee and the House Small Business Committee. 

My name is Lucille Mayer, and I am President of the Olgoonik Corporation. 

I am delighted to have this opportunity to tell you about Olgoonik’ s participation in the 
8(a) program. Our participation is a rather new phenomenon since we only began our 
endeavors in 1999. In such a short time, the 546 residents who live in the remote village 
of Wainwright, 1 80 miles north of the Arctic Circle, have begun to benefit through the 
success of our company. Under the current legislation, Olgoonik anticipates continued 
success and greater economic benefits to our shareholders. If the Committee decides to 
modify the 8(a) program and its Impact on ANCs, let me assure you that my colleagues 
and I are eager to work with you in writing such draft legislation. 

In this statement for the record, I would like to tell you about how our company came 
into being, the successful business relationships we have formed with several Federal 
Government agencies, and our perspective on the future. 

The Beginnings of Olgoonik Development (ODI 

The Olgoonik Corporation has been in existence since 1973, created as part of the Alaska 
Native Claims Settlement Act (ANCSA). However, it was only in 1 999 that the 
Olgoonik Corporation Board of Directors decided to enter the world of small business 
Federal Government contracting. With an initial investment of $1.3 million of the 
corporation’s own money, Olgoonik Development was created. 

Olgoonik Development’s strategy was to apply our existing business experience in the 
areas of construction and environmental remediation services to new companies that 
could participate in the SBA 8(a) program. We initially established two subsidiaries, Kuk 
Construction and O.E.S., Inc. Kuk provides commercial, institutional, and industrial 
construction and construction management services to military, government, and private 
clients. OES specializes in environmental management and remediation. It also has 
expertise in oilfield services and environmental training for military, government, and 
private industry. 

In 1999, Olgoonik Development saw other opportunities in the Federal marketplace and 
established two more subsidiaries - Olgoonik Management Services (OMS) and 
Olgoonik Logistics. Olgoonik Management Services specializes in base operations and 
support services, facilities maintenance and management services, and business systems 
analysis and mapping. Olgoonik Logistics provides integrated program support in all 
areas of supply chain management, transportation, warehousing, maintenance, and 
planning. 

OES was enrolled in the 8(a) program in 1999. Kuk, Olgoonik Logistics, and Olgoonik 
Management Services were approved for the program in 2000. 
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The Kuk/KBR Joint Venture 


Allow me at this time to mention a few words about Kuk and its relationship with 
Kellogg Brown and Root (KBR). As you know, this relationship was briefly cited in the 
recent GAO report. Kuk and KBR formed an SBA-approved Mentor Protege agreement 
in 2001 to compete for Federal contracts in which each company’s expertise could be 
leveraged. To pursue an opportunity identified in a Department of State contract, a 
Mentor Protege Joint Venture was established between Kuk and KBR to provide 
compound security upgrades on DOS facilities world-wide. 

The purpose of an SBA Mentor Proteg6 Joint Venture agreement is to allow small 
businesses to gain the necessary expertise from larger, more experienced corporations so 
that they can eventually stand on their own. Indeed, Kuk has gained considerable 
technical knowledge and field expertise through the relationship with KBR and is a prime 
example of the successes that are possible through the Mentor Protege Joint Venture 
agreements. This point seems to have been overlooked in during the heightened attention 
that was given us because of our relationship with KBR. 

I firmly believe that a thorough and serious review of both the relationship and the work 
performed thus far would demonstrate the enormous benefit of this joint venture, and the 
facts speak for themselves: 

• Kuk signed the contract on September 30, 2002 after the Overseas Building 
Operations (OBO) at DOS reached-out to Kuk to perform the work; 

• $80 million of the $ 1 00 million contract has already been completed; 

• In 2004, the contract was increased by $45 mOlion, as further evidence of the 
Department of State’s satisfaction with the value and quality of Kuk’s work; and 

• The recent GAO investigation and report found no lack of compliance vrith SBA 
regulations. 

I believe the greatest evidence of the constructive nature of the Kuk/KBR relationship is 
the fact that Kuk will very soon graduate from the 8(a) program and become an effective 
competitor in its own right. This shows that the program is benefiting those for whom it 
was created. 

We at Olgoonik agree that improved oversight by both the contracting agency and the 
SBA is a realistic and necessary objective that would be helpful in assuring fairness to all 
participants in the program. We welcome such an effort and will be willing to offer 
further suggestions as to how that might be done in the most effective manner. 

The Current Success of Olgoonik and its Subsidiaries 

As I mentioned earlier, Olgoonik’s four subsidiaries began their work in earnest in 2000. 
It was not until 2003 that the Olgoonik Corporation received a return on its investments 
into our ventures in Federal Government contracting, when we turned a profit in the 
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amount of $30,177. In 2004, Olgoonik increased its total profits by nearly $2.2 million. 
And, in 2005, profits continued to increase to $3.3 million. 



a Net Profit 


Olgoonik Corporation Net Profit 


In 2006, Olgoonik made a strategic decision to broaden the scope of its work by adding 
two new subsidiaries - Olgoonik Global Security and Olgoonik Technical Services. 
Olgoonik Global Security provides a broad spectrum of staff expertise to accomplish the 
client’s mission of detecting and countering the technical threat to personnel, information 
and property by hostile intelligence organizations. Olgoonik Technical Services provides 
Information Technology design, implementation, and support. 

Olgoonik’s performance in the Federal sector spans several different agencies, to include 
the Department of State, Department of Interior, the Department of Homeland Security, 
Department of Defense, and others. Olgoonik’s work is as diverse as it is broad. We are 
currently doing business in many different parts of the world. To cite one specific 
example, Olgoonik Logistics provides the U.S. Embassy’s Narcotics Affairs Section in 
Bogota, Colombia with program management, administrative/operation services, and 
logistics support to numerous missions, programs, and activities at various locations 
throughout that cormtry. 

Shareholder Benefits 


The benefits of Olgoonik Corporation’s success to its shareholders are growing as the 
success of Olgoonik Development increases. During the past 7 years this growth has 
made it possible for Olgoonik to employ villagers on local infrastructure and service 
projects in Wainwright that improve not only our quality of life, but also improve the 
value of the Corporation’s assets. This is possible because of our Government contracts. 
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We firmly believe that every opportunity should be made to allow the people of 
Wainwright to actively participate in Olgoonik’s success. For the Committee’s 
information, the total number of corporate shareholders is 449; 47 of whom are employed 
by the Corporation, 42 in Wainwright and five in Anchorage. 

An extensive survey conducted this past year among shareholders and descendants not 
currently working for our companies found that 29 would be interested in working for 
Olgoonik. The rest are either gainfully employed, not interested in working, live a 
subsistence lifestyle, are retired or of school age. Of those 29 interested, only four are 
willing to work outside of Wainwright, and none are willing to work outside of the North 
Slope Borough. 

To support employment for those wanting to work in the village, Olgoonik has designed 
local work programs which provide seasonal employment, training in specific trades, as 
well as build critical supervision and management skills. 

To enhance shareholder development efforts, scholarships and internships have been 
established. We are also considering creating an education foundation and providing 
additional financial support to local cultural and other non-profit organizations. 

Today, the Corporation’s $1.3 million original investment in Olgoonik Development has 
grown to a net worth of more than $9.7 million. Again, this result is largely due to our 
participation in government contracting. The Olgoonik Corporation Board and I continue 
to support our strategic decision to not yet give corporate dividends. We have decided 
that it is more prudent at this stage to reinvest in our businesses to make them even 
stronger, more capable, and more competitive to pursue contracting opportunities. We 
are still very young, but look forward to more options to reinvest in our people as our 
company matures. 

The Future 


Allow me to talk about the future of Olgoonik. In short - it looks bright. Kuk will be 
graduating from the 8(a) program this summer, and we will continue to work hard to 
graduate our other subsidiaries to compete at a fully competitive status. At the same 
time, we will continue to seek opportunities to provide value to the Federal sector 
through the diverse Federal contracting opportunities. 

I stated earlier that we at Olgoonik welcome increased oversight by both SBA and the 
agencies. In fact, we think it will be healthy and necessary for the program’s success in 
the future. As the Congress works through the many issues discussed, I hope that we 
come to closure soon, whatever the outcome. We have set lofty goals for the Corporation 
and its subsidiaries. The cuirent uncertainty about the future of the 8(a) program makes 
expansion and employment decisions difficult if the very Federal programs we are 
embracing might change. We are in limbo with so much uncertainty; we need your help. 
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Conelusion 


I want to thank Congress, in particular our representatives from Alaska, for giving us the 
opportunity to create 8(a) small businesses. Our participation in the 8(a) program will 
continue to open new doors for our young people through education and jobs. 

We consider ourselves trusted agents and partners with the Federal Government as we, 
together, accomplish its contracting objectives. We look forward to forging new 
relationships with the Government and private industry, both large and small businesses. 
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ANC Participation 
in the SBA 8(a) Program 

Executive Summary 

Alaskan Native Corporations (ANCs) are very large tribal companies that 
have access to 8(a) sole-source contracts of unlimited size. ANCs are receiving 
multiple billions of dollars in 8(a) sole-source contracts per year. There are 8(a) 
sole-source contracts to ANCs of S500 million, $1 billion and even $2 billion. 
There is no limit on how many 8(a) sole-source contracts they can secure. There 
are no limits on the aggregate dollar value of ANC 8(a) sole-source contracts. 
Individual ANCs can have multiple 8(a) companies under their dominion and they 
are all entitled to 8(a) sole-source contracts of unlimited size. Small business size 
standards don't apply to ANCs (the way they apply to all other small businesses, 
including Tribally-owned 8(a) firms). Net worth limits don't apply to ANCs. 
ANCs don't have to secure any contracts competitively during their 8(a) 
tenure, and 100% of their business can be 8(a) sole-source contracts. 

Unlike all other applicants to the 8(a) program, ANCs (and their 8(a) subsidiaries) 
do not have to prove economic disadvantage. Whereas, the economic disadvantage 
criteria for entry into the 8(a) program for non-ANCs is a net worth not to exceed 
S250,000, an ANC with SI billion in revenues can participate in the 8(a) program. 
Unlike other 8(a) firms, ANCs are able to remain in the 8(a) program indefinitely 
through the formation of succeeding generations of new 8(a) businesses. 

8(a) awards to ANCs cannot be protested. GAO reports that Federal agencies 
are favoring ANCs over other 8(a)s and small businesses because they can contract 
with ANCs quickly and easily. GAO also reports that Federal agencies favor ANCs 
because they can more readily meet their small business contracting goals through 
large ANC contracts. Some Federal agencies are bundling work formerly 
performed (or that could be performed) by local small businesses into large, 
multi-year contracts for ANCs. It Is our belief that these trends are 
having serious adverse consequences on local small businesses, 

8(a) companies, and firms in other socio-economic programs 
(e.g., HUB Zone, SDVets, Woman-owned, etc.). 


Overview 


Alaskan Native Corporations (ANCs) are eligible to participate in the SBA 8(a) Program. 
Unlike regular 8(a) program participants, however, they have very special privileges. 

The most important privilege is that ANCs can receive sole-source 8(a) set-aside 
contracts of any size . 

In the past couple of fiscal years. Federal sole-source contract awards to ANCs have 
surged to multiple billions per year (and continue growing rapidly). ANCs have received 
numerous 8(a) sole-source contracts of $100 million, $250 million, $500 million, $1 
billion, and even $2 billion! 
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In addition, limitations that apply to the rest of the 8(a) portfolio are not applicable to 
ANCs (e.g., economic disadvantage, net worth limitations, the requirement to win 
competitive bids during 8(a) tenure, etc.) And... for all practical purposes, there is no 
graduation from the 8(a) program because ANCs can remain in the 8(a) program 
indefinitely by the formation of succeeding generations of 8(a) firms. 

ANCs can secure sole-source 8(a) contracts of any size. 

There is no limit as to how many sole-source 8(a) contracts they can obtain. 
Nor is there a limit on the aggregate dollar value of 8(a) sole-source contracts. 
Individual ANCs can have multiple 8(a) companies under Ifieir dominion. 
Small business size standards don't apply to ANCs (the way size standards 
are applied to all other small businesses, including Tribally-owned 8(a) firms). 
Net worth limits don't apply to ANCs. They don't have to secure 
any contracts competitively during their 8(a) tenure, 
and 100% of their business can be sole-source 8(a) contracts. 

ANCs can avoid graduation by simply forming new 8(a) companies. 

There are 13 Regional ANCs covering the entire State of Alaska. According to the 
ANCs' Annual Report for 2003, ANCs had over 500 Federal contracts, totaling multiple 
billions of dollars. In September, 2005, the ANC 8(a) firm Alutiiq LLC (wholly-owned 
subsidiary of Afognak Native Corporation) posted on its website that it had: 

• 40+ contracts of $50 million or more 

• 6 contracts of $ 1 billion each 

• 65 offices across the U.S. 

ANCs are large conglomerates that are 
not required to meet SBA's small business size standards 
(in the normal manner imposed on all other small businesses) 
to continue receiving billions of dollars in 8(a) sole-source contracts. 

ANCs were created in 1971 by Federal law as part of the Alaskan Native Claims 
Settlement Act. Most ANCs are very large businesses, with multiple divisions and 
subsidiaries. The ANCs have several billions of dollars in annual revenues, thousands of 
employees, and offices all over Alaska, the United Sates and, in some cases, all over the 
world. 

In addition, with some limitations, ANC subsidiaries and related business units can also 
become 8(a) certified. They also become eligible to secure 8(a) sole-source contracts of 
unlimited size. GAO estimates that there are 154 8(a) ANCs and related business units, 
all of which qualify for sole-source 8(a) contracts of unlimited size. 

Small business size standards do not apply to ANCs in the normal manner. In size 
standards determinations for ANCs, the number of employees (or revenues) of their 
subsidiaries, partnerships and affiliates are not included in determining if the ANC is a 
small business. In size standards determinations for all other small businesses (including 
Tribally-owned enterprises), the number of employees (or revenues) of their subsidiaries, 
partnerships and affiliates are included in determining if the business is small. In this 
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manner, individual ANC 8(a) firms can become exceedingly large companies, yet still be 
considered small businesses for purposes qualifying for 8(a) sole-source set-aside 
contracts. 

ANCs Chugach and Chanaga, for example, have combined annual 
revenues of about $2 billion, yet they qualify as economically 
disadvantaged 8(a) companies. 

According to the most recent report on ANCs by the GAO, there is a trend in Federal 
contracting toward awarding large 8(a) contracts to ANCs because contracting with 
ANCs is fast and easy, and because the agencies can more readily meet their 8(a) and 
small business goals by making large awards to ANCs. Certain Federal agencies are also 
taking advantage of the ANCs unlimited sole-source set-aside authority to make huge 
contract awards in emergency situations (such as in the aftermath of the Katrina and 9/1 1 
disasters). 

Another trend is that some Federal agencies appear to be engaging in bundling of 
requirements in favor of ANCs. Contracting offices bundle numerous small requirements 
into large contracts for sole-source award to ANCs under multiple-year agreements. This 
is devastating to local companies because it takes away small contracts that are normally 
performed (or could be performed) by local 8(a) firms, SDBs and other small businesses. 
This takes jobs out of local communities and has an adverse impact on local economies. 

Federal contracting offices bundle small requirements 
into large requirements and award them to ANCs. 

In this manner, procuring agencies reduce their 
administrative burden, go to contract quickly, and more easily 
meet their minority and small business goals, all at the expense of 
other small businesses. 

Congresswoman Nydia Velazquez recently characterized brmdling as the Number #1 
Enemy of Small Businesses. She was correct in that assessment. The ANC program is 
becoming a huge bundling mechanism, and it is sitting right smack in the middle of the 
8(a) Program! This is a very unhealthy development for the 8(a) program. 

Special 8fa> Authorities 

Beginning some 15 years ago, legislative enactments of the U.S. Congress gave Alaskan 
Native Corporations (ANCs) special privileges in the 8(a) program. Most notably, ANCs 
were given the right to secure 8(a) sole-source contracts of any size . Thus, ANCs were 
freed ftom the sole-source caps of the regular 8(a) program ($3 and $5 million for service 
contracts and manufacturing contracts respectively). 

Over the years, ANCs have used the 8(a) program to obtain multiple billions of dollars in 
8(a) sole-source contract awards. Furthermore, in the rush of contracting following 9/11, 
Katrina, and the war in Iraq, the size of 8(a) sole-source contract awards to ANCs has 
increased dramatically. We are now witnessing individual 8(a) sole-source contract 
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awards to ANCs of $500 million, $1 billion and $2 billion. Huge 8(a) sole-source 
contracts in recent years have caused a dramatic surge in the aggregate value of ANC 
8(a) awards. 

We are now witnessing individual 8(a) sole-source contract awards 
to ANCs of $500 million, $1 billion and $2 billion. 

These awards are often made by Federal agencies that need to let out huge contracts 
quickly. For example, two ANC 8(a)'s - Alutiiq and Chenega - were awarded over $1 
billion in 8(a) sole-source contracts by the Army for security services at multiple military 
bases. The Army utilized the ANC sole-source authority, citing the urgency of their need 
to get replacements for personnel that they were deploying to Iraq. 

In recent years, ANCs have used their special 8(a) contracting privileges to generate 8(a) 
contract awards in the multiple billions of dollars per year. This amounts to billions of 
dollars per year in 8(a) sole-source contracts spread among 1 54 ANCs . That compares to 
a similar level of 8(a) contract awards to the balance of the 9.700 firms in the 8(a) 
portfolio. This huge (and increasing) imbalance is at the heart of the alarm and debate 
over ANC participation in the 8(a) program. 

In the past two or three fiscal years, it is estimated that 

8(a) contract awards to ANCs have shot up to multiple 
billions annually, and that figure is increasing. 

SBA does not track 8(a) awards to ANCs. 

Therefore, not even SBA knows for certain how much 
in sole-source 8(a) contracting is going to ANCs. 

Originally Sympathetic - When the special 8(a) privileges were bestowed on ANCs 
beginning about fifteen years ago, leaders in the minority business community felt 
sympathetic. The purpose appeared to be to promote the development of disadvantaged 
Alaskan native companies. It was thought that this would generate jobs and economic 
opportunity in Alaskan Native communities. Minority business leaders felt it was 
appropriate for Alaskan native businesses a "get leg up" so that they could participate 
more effectively in Federal procurement, build Alaskan companies, and create jobs in 
their communities. 

Leaders in the minority business community never anticipated that ANCs would receive a 
burgeoning number of billion-dollar 8(a) sole-source contracts for work performed 
outside of Alaska , employing virtually no native Alaskans in Alaska . 

Two ANC 8(a) companies, 

with combined revenues of about $1 billion in 2004, 
were Jointly awarded a $2.2 billion sole-source 8(a) contract 
for work that will not be performed In Alaska, 
and will employ virtually no Alaskan natives in Alaska. 

This pattern is repeated over and over again with large ANC 8(a) 
sole-source contracts. 
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Jobs for Native Alaskans in Alaska? - Despite the billions of dollars in 8(a) sole-source 
awards to ANCs in the past few years, only a miniscule number of the jobs generated by 
these huge 8(a) contracts are going to Native Alaskans in Alaska (probably significantly 
less than 1%). The ANC, Chenega Technology Services, is a good example. 

Chenega is a large ANC 8(a) company involved in information technology, 
manufacturing and security services. The firm is headquartered in Alexandria, Virginia 
(that's right, Virginia, not Alaska). In 2004, Chenega had revenues of almost $500 
million (you read that correctly - half-a-billion dollars!). Yet, according to a November 
25, 2004 article in the Washington Post: Only 33 Alaska natives are among the 2,300 
employees who work for Chenega Technology Services, its Anchorage-based parent 
company or other subsidiaries. 

If this Washington Post article is correct, that is a total of 33 Alaskan Native employees 
(1 .4% of all employees) both inside and outside of Alaska. The figure for Native 
Alaskans employed by Chenega in Alaska is, no doubt, dramatically less. 

Minority business leaders, who were originally sympathetic to the 
special 8(a) authorities for ANCs, never imagined that ANCs would 
receive an upwardly spiraling number of billion-dollar 8(a) sole-source 
contracts for work performed outside of Alaska, 
employing few Native Alaskans in Alaska. 

Non- Alaskan Executives - If Alaskan natives are not getting very many jobs as a result 
of the huge 8(a) largess received by the ANCs, then who is benefiting from these special 
8(a) authorities? It is likely that himdreds of non- Alaskan ANC executives, lobbyists, 
consultants and political marketers are the ones that are benefiting the most from these 
billions in 8(a) sole-source contracts. 

According to a November 25, 2004 article in the Washington Post, Daniel Brian, 
Executive Director of the Project On Government Oversight, referred to the 
contracting preferences for Alaskan Native Corporations as: 

"...a total manipulation of people's natural sympathy toward the 
history of exploited Native Americans to further the 
profit-making of a very few. " 

Two Very Different 8fa) Programs 

For alt practical purposes, two very different 8(a) programs exist: one for Regular 8(a) 
Firms, and one for Super-Advantaged ANCs. Here are the main differences: 

The Regular 8(a) Program - Participants in the Regular 8(a) Program are subject to: 

• Net worth may not to exceed $250,000 for entry into the 8(a) program 

• Net worth may not exceed $750,000 during their tenure in the 8(a) program 

• Must submit a detailed application proving social and economic disadvantage 
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• Must always qualify as a small businesses according to SBA's size standards rules 

• All subsidiaries, partnerships, affiliates and related businesses of the 8(a) firm are 
taken into consideration when SBA determines whether or not a firm continues to 
qualify as a small business 

• The owner must be full-time with the business and must be in daily operational 
control of the business 

• May not receive 8(a) sole-source contracts of more than $3 million for services or 
$5 million for manufacturing. 

• May only be in the 8(a) program for 9 years, and cannot participate in the 8(a) 
program again in the future 

• Must secure an increasing percentage of competitively won contracts in order to 
continue to be eligible to receive 8(a) contract awards 

• Sole-source 8(a) awards can be protested 

• May not have affiliates or subsidiaries in the 8(a) program 

The Super-Advantaged ANCs - Participants in the Super-Advantaged ANC 8(a) 
Program are blessed with the following: 

• There are no net worth (or financial) ceilings/limits on ANCs for entry into the 
8(a) program - they can be admitted into the 8(a) program even if they have a 
billion dollars a year in revenues, dozens of subsidiaries, thousands of employees, 
and offices all over the country 

• There are no net worth (or financial) limits on ANCs during their tenure in the 
8(a) Program - they can continue in the 8(a) program even if they have a billion 
dollars a year in revenues, dozens of subsidiaries, thousands of employees, and 
offices all over the country 

• ANCs need not prove economic disadvantage, and there are no net worth ceilings 
or any other financial ceilings 

• None of an ANCs subsidiaries, partnerships, affiliates and related businesses are 
taken into consideration when SBA determines whether or not an ANC continues 
to qualify as a small business 

• The owners of ANC 8(a) firms are not required to be in daily operational control 
of the business - the management of the business can be completely delegated to 
others, including non- Alaskans - that is the prevailing pattern 

• Sole-source contracts to ANCs can be of any size - numerous recent 8(a) awards 
to ANCs are in the $500 million, $1 billion and $2 billion range 

• ANCs can remain in the 8(a) program indefinitely through the formation of 
succeeding generations of new 8(a) companies 

• ANCs are not required to secure any competitively-won contracts to continue to 
be eligible for 8(a) sole-source contracts - 8(a) sole-source contracts can 
constitute 100% of their business during their entire tenure in the 8(a) Program 

• Sole-source 8(a) awards to ANCs cannot be protested 

• ANCs may have numerous affiliates, subsidiaries, partnerships and joint- ventures 
in the 8(a) program, all of whom are eligible for 8(a) sole-source contracts of 
unlimited size, along with the other 8(a) advantage cited above 
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Second-Class Status - The differences in these two 8(a) programs are like night and day. 
In the Super- Advantaged 8(a) Program, 156 ANCs live in a rarified world of 
unbounded and unending privilege. In the Regular 8(a) Program, the rest of the 9,700 
firms in the 8(a) portfolio are relegated to a far-distant second-class status. Participants 
in the Regular 8(a) Program are discriminated against in the very program that was 
originally designed to counter a history of discrimination against them. 

The sole-source limit for reguiar 8(a)s for service contracts - $3 miiiion. 

Soie-source iimit for ANCs for service contracts - unlimited, and include 
awards In the $500 million, $1 billion and $2 billion range. 

The disparity is stupefying! 


How Many Native Alaskans? 


According to the ANCs, the underlying rationale for the Special ANC 8(a) Program was 
to improve the economic welfare of Alaskan Natives living in impoverished conditions. 
That being the case, it is reasonable to inquire as to how many Alaskan Natives there are 
in the 1 3 jurisdictions served by the ANCs that cover all of Alaska. 

According to the ANCs 2003 Annual Report, there are just over 1 19,000 Native 
Alaskans in the ANCs 13 Regions. That is the total population of Native Alaskans 
served by the ANCs - 1 19,000 Native Alaskans in all of Alaska. 

Some 119,000 Native Alaskans are served by the 13 Regional ANCs. 

That is the total population of Native Alaskans in Alaska 
served by the ANCs. 

Impoverished Native Alaskans - Without a doubt, there are many impoverished Native 
Alaskans in this population of 1 19,000. According to the ANC Annual Report of 2003, 
poverty among Native Alaskans was 64% in the 1 960s. More recently, according to this 
Report, poverty has dropped to about 20% (about the same as the poverty rate for 
Hispanics and African Americans in the U.S.). Therefore, about 20% of 1 19,000 native 
Alaskans are impoverished - approximately 24,000 Native Alaskans. That's it - 24,000 
impoverished Native Alaskans in all of Alaska. 

There are approximately 24,000 impoverished Native Alaskans 
in the 13 regions served by the ANCs. 

It boggles the mind that this Special ANC 8(a) Program, involving billions upon billions 
of dollars in 8(a) sole-source contracts (being performed all over the world), was created 
to serve an impoverished population of 24,000 Native Alaskans in Alaska. It is 
especially troubling that the massive ANC 8(a) sole-source contracts of recent years are 
providing very few jobs to these 24,000 impoverished Native Alaskans in Alaska. 

Dividends, Scholarships and Other Benefits - ANCs indicate that meaningful portions 
of their profits are going to Alaskan Natives in the form of dividends, scholarships and 
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other benefits. While the distribution of these types of benefits is not part of the 
congressionally mandated purposes of the 8(a) program, it would be most interesting to 
know how many of those benefits actually reach the referenced 24,000 impoverished 
Native Alaskans in Alaska. 

90 Million Other Minorities - The 11 9.000 Native Alaskans served by the 13 Regional 
ANCs stand in dramatic contrast to the 90 million Afncan Americans, Hispanics, Asians, 
Native-Americans and other minorities throughout the United States. In this population 
of some 90 million minorities, about 18 million (20%) live in poverty. The difference 
between 24,000 Native Alaskans living in poverty and 1 8 million other minorities living 
in poverty is just mind-numbing. 

From a public policy point of view, it is astonishing that the plight of 
24,000 poor Native Alaskans can be so blatantly favored over the plight 
of 18 million poor minorities throughout the rest of the country. 

There is a complete lack of proportionality. 

Other Deserving Populations - In addition, there are other equally deserving 
populations that are not eligible for the astonishing privileges of the ANCs, including the 
nation's women business owners. Millions of women business owners have been shut out 
of the Federal marketplace for as long as the Federal marketplace has been in existence, 
despite the fact that they represent about 1/3 of all small businesses in the country. The 
historic lack of access to the Federal marketplace by millions of women business owners 
further illustrates the massive dis-proportionality of bestowing massive, unrestricted 8(a) 
privileges on 1 54 ANCs in behalf of the very small population of impoverished Native 
Alaskans they represent (some 24,000). 

Business Development ys. Community Development - The 8(a) Program was created 
by the Congress to foster the growth and development of small disadvantaged businesses . 
It was not created as a vehicle for community economic development by large businesses. 

ANCs claim they are using the 8(a) Program for commimity economic development. 
While laudable, that mission does not fit the purposes of the 8(a) Program as established 
by Congress. The 8(a) program is the wrong vehicle for community economic 
development for the 24,000 impoverished Native Alaskans in Alaska. 

Rather than distort the 8(a) program, and the Federal procurement system, through the 
ANCs' special 8(a) privileges, the population of 24,000 impoverished Native Alaskans 
could be better served by the housing programs of HUD, the rural development programs 
of the Department of Agriculture, and/or social welfare programs of the Department of 
Health and Human Services and the Department of Labor. 

Furthermore, the Interior Department, the Department of Energy, and other Federal 
agencies, could be enlisted to provide technical support to assist the ANCs in developing 
the massive oil, gas, coal, minerals and other natural resources on the 44 million acres of 
land they own in Alaska. 
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Impact on Small and Minority Businesses 

A significant negative impact of the Special ANC 8(a) Program appears to be that ANCs 
are taking away contracts from local 8(a) firms and other small businesses. We have 
received complaints about ANCs taking work away from 8(a) firms and other small 
businesses all across the country. Here are a few profiles that illustrate the preference 
being given to large Alaskan ANCs at the expense of local small and minority businesses. 

Example #1 - Contracts previously performed by my company (and other small 
businesses) have been contracted out to Chugach, an ANC from Alaska. Contracting 
opportunities that my company used to perform at a local AFB and two national labs 
have all been contracted to Chugach. To add insult to injury, I have exhausted the 
resources of my company bidding on subcontracting opportunities from Chugach with 
zero results. Despite submitting numerous bids to Chugach, we have never gotten any 
subcontract work. We have just been exercised by Chugach. As a result of all of the 
work going to Chugach and as a result of Chugach not subcontracting an 3 hhing to my 
company, my company has gone from 102 employees, to 27 employees in the course of a 
little over one year. I will be lucky to keep the doors open as a result of all the work 
going to Chugach. 

Example #2 - The ANC program is having a devastating impact on my company. We 
were invited numerous times to bid on subcontracts at a local Air Force base by Chugach 
(prime contractor - an ANC) but we never got anything. Each time we bid, Chugach 
would change the scope of work. I finally came to the conclusion that we were just being 
exercised by Chugach. In addition, we had previously been a successful job-order 
contractor doing office remodeling and similar work at a local Federal facility. After 
Chugach was awarded the maintenance contract at that facility, we never got any more 
job orders for remodeling work. And finally, over the years, we have been a successful 
contractor at two other major Federal facilities. But now, all of the jobs we used to do at 
those two facilities have been awarded to Chugach, and there is no work left for local 
companies like mine. It is very defeating. Why should all this work, which could be 
performed by local 8(a) contractors like my company, be awarded to Alaskan ANCs? 
Contracts, jobs and economic opportunities are being taken away from our communities 
by these arrangements with Chugach and other ANCs. 

Example #3 - 1 am very concerned about the emphasis being placed by Federal agencies 
on doing business with Alaskan ANCs to the exclusion of deserving local firms like 
mine. The procurement manager at a major Federal facility where we have done lots of 
business in the past recently informed me that the way to get new business in the future is 
to team with ANCs "because they are going to get a large portion of the new contracts in 
the future." I don’t begrudge ANCs getting government contracts, but I am concerned 
with the trend toward awarding large (bundled) contracts to ANCs. That not only takes 
business away from us, but we get no subcontract work from the ANCs because they 
have their preferred subcontractors and because, unlike other prime contractors, they are 
not required to subcontract with small, minority or women-owned businesses. I see the 
same trend happening at the Department of Energy and at Treasury. 
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Example # 4 - As a Native American 8(a) company, I am concerned about the future of 
the 8(a) program. We recently lost a contract at a major Federal installation that had 
taken my company a year to secure. The contract got rolled up into a large sole-source 
contract that was awarded to an ANC, Chugach McKinley. Furthermore, we had worked 
for many months with facility engineers and buyers at this Federal facility to develop 
multi-year pricing so that we could secure an IDIQ contract for roofing services. But task 
orders that were to come to us have instead been awarded to Chugach McKinley under a 
large 8(a) sole-source contract. Similarly, re-roofing task orders that we performed in the 
past have dried up when the agency awarded the prime contract to Chugach. 

Example # 5 - We are a family-owned paving company. We do about $1 to $2 million 
per year. One of our best clients is a major Federal facility in our area. In recent weeks, 
four projects (about $600,000 in business) have been taken fi'om this facility to be given 
to an ANC - Chugach - imder a sole source contract. This is a devastating blow to us 
because of the certainty that we would have won at least some of that business. These 
local paving contracts are no longer available for local contractors (like my company) to 
bid on. I think something is really rotten when these local projects get taken away from 
local businesses to be awarded to an Alaskan ANC. That does not benefit small business. 
ANCs are large businesses. No one in Alaska is going to get a job as a result of these 
local paving contracts going to ANCs. It's a disgrace. 

Example # 6 - We are a general construction company. We do a lot of business with the 
federal government including numerous DOE facilities around the country. I am 
concerned about a trend that I see developing at DOE of favoring ANCs for contracts 
over other qualified minority and small business contractors. I am aware of DOE taking 
a contract from one small minority company to give it to an ANC. This is not an isolated 
example. I am aware of similar situations at other Federal facilities. I am worried that 
the same thing will happen to my contracts at various Federal facilities given the 
favoritism toward ANCs that is becoming more and more apparent. The well other being 
of my company, and many small and minority businesses, will be jeopardized by this 
trend of favoring ANCs over other qualified small contractors. 

Federal agencies should not be giving preference to huge ANCs 
from Alaska for work that has historically been performed, 
or could be performed, at the local level, by small local companies. 

The Losers - The losers appear to be local small and minority businesses that are losing 
contracts to Alaskan ANCs. In addition, losers appear to be Alaskan natives in Alaska 
who are getting few of the jobs generated by the huge sole-source 8(a) contracts recently 
awarded to ANCs. 

The Winners - The winners appear to be the many, many non-Alaskan Native executives 
of the ANC 8(a) firms. Indeed, the overwhelming proportion of ANCs' executives are 
not Alaskan natives. Winners also appear to include the lobbyists, consultants and 
political marketers who are receiving substantial fees fixim the ANCs. 
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Non-Alaskan Operatives - In the regular 8(a) Program, the owner has to be full-time 
with the 8(a) business and be in daily operational control of the business. In the Super- 
Advantaged ANC 8(a) Program, the owners do not have to be in daily operational control 
of the business. In fact, they don't have to be involved in the day-to-day management of 
the company at all. Most of the large ANC 8(a) firms are not managed by Native 
Alaskans. 

From a public policy perspective, it would be useful to see how the compensation 
packages (salaries, perks, benefits, bonuses, commissions and all other forms of 
remuneration) of the non-Native- Alaskan 8(a) ANC executives compare to the incomes 
of the 24,000 impoverished Native Alaskans that the ANCs are supposed to be serving. 

Tribally-owned 8(a) Firms - It is interesting to note that Tribally-owned 8(a) firms in 
the lower-48 states also have access to 8(a) contracts of unlimited size. Unlike the 
ANCs, however, Tribally-owned 8(a) firms must meet an economic disadvantage test to 
qualify for the 8(a) program. In addition, they are subject to the same small business size 
standards that apply to all other small businesses (all others, except for the ANCs). 

Tribally-owned 8(a) firms appear to be using their special 8(a) authorities in a much more 
responsible manner. They appear to be using the 8(a) program to grow businesses, create 
Jobs, and provide management and technical training programs for their tribal members 
in their respective tribal areas. 

A Tribally-owned 8(a) firm in New Mexico, for example, has reduced unemployment on 
its reservation from about 35% to about 10%. This is in concert with what everyone 
thought was the purpose of the special ANC 8(a) privileges in the first place. That is, 
sole-source contracts to help develop tribal businesses, leading to the creation of jobs and 
economic opportunity for their tribal members in their tribal areas. 

This is in dramatic contrast to the ANCs receiving a dizzying number of multi-million- 
dollar and billion-dollar 8(a) sole-source contracts for work outside of Alaska that create 
almost no jobs for native Alaskans in Alaska! The ANCs' special 8(a) privileges are 
policies that, while they may have had sincere beginnings, are now totally out of control. 


Who Are The ANCs? 

The typical citizen in the lower 48 states probably thinks ANCs are impoverished tribal 
entities scattered across Alaska. This perception most likely comes from media exposure 
to some American-Indian reservations in the lower-48 states characterized by poverty, 
and lack of jobs and economic opportunity. 

Myth : ANCs are impoverished tribai erttities. 

The reality of ANCs is quite different. There are 13 Regional ANCs covering all of 
Alaska. Most ANCs are very large corporations, with numerous divisions and 


11 



308 


subsidiaries. Collectively, they have billions of dollars in revenues, thousands of 
employees, hundreds of business units, and offices all over Alaska, the U.S. (and, in some 
cases, all over the world). 

Reality : ANCs are large businesses with billions of dollars in revenues, 
thousands of employees, hundreds of business units, 
and hundreds of offices across the country and the world. 

In addition, ANCs own 44 million acres of land in Alaska 
that contain massive reserves of oil, gas, coal, 
minerals and other natural resources. 

Sample ANC Profile - Here is a profile of an ANC: Artie Slope Regional Corporation, 
located in the northernmost part of Alaska. This information is taken almost verbatim 
from the Artie Slope's website - httD://www.asrc.com/splash.asp . 

ASRC 

Artie Slope Regional Corporation 

For-Profit Corporation - ASRC is a private, for-profit Alaska Native-owned 
corporation representing the business interests of the Artie Slope Inupiat. It had $1.3 
billion in revenues in 2004. The corporation is headquartered in Barrow, Alaska, with 
administrative and subsidiary offices located in Anchorage and throughout the world. 

Entire North Slope - ASRC's region encompasses the entire North Slope of Alaska. It 
includes the communities of: Pt. Hope, Pt. Lay, Wainwright, Barrow, Atqasuk, Nuiqsut, 
Kaktovik, and Anaktuvuk Pass. There are slightly over 7,000 Native Alaskans in these 8 
North Slope communities. 

$1.3 Billion Revenues - In 2004, ASRC's revenues were $1.3 billion. That is up from 
$1.0 billion in 2003 and $940 million in 2002. 


REVENUES - 2004 


Energy Services 

Petroleum Refining and marketing 
Technical Services 
Engineering and Construction 
Other Businesses 
Resource Development 
Discontinued operations 
Elimination and other 
TOTAL REVENUES 


$ 442,800,000 
$372,400,000 
$311,400,000* 
$173,600,000 
$20,500,000 
$14,200,000 
$4,900,000 
($24, 100.000) 
$ 1,315,700,000 


* Technical Services is an 8(a) subsidiary of ASRC. 
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Technical Services - This finn is an 8(a) subsidiary of the ASRC. Technical Services 
had revenues of $300+ million in 2004, most of which were 8(a) sole-source contracts. 

ASRC Companies - Business activities of ASRC and its many subsidiaries include; 

• Engineering and consulting services 

• Civil construction 

• Oil and gas support services 

• Petroleum refining and distribution 

• Aerospace engineering services 

• Communications 

• Venture capital management 

• Facilities management 

ASRC Clients - ASRC clients range from local to multinational corporations, and local 
to federal governmental agencies. ASRC also participates in various partnerships, joint 
ventures and other business activities. 

5 Million Acres - ASRC is one of the state's largest private landowners, holding title to 
approximately five million acres on Alaska's North Slope. Most of these ASRC lands are 
highly prospective for oil and gas, coal and metal sulfides. These lands include known 
resource reserves such as the Alpine Oil Field and the Arctic Coalfields. 

Oil - ASRC is situated within one of the largest hydrocarbon provinces of North 
America. Major oil companies have leased, and are leasing, tracts of ASRC land 
throughout the region. 

Coal - There are an estimated four trillion tons of high quality bituminous coal in 
Northern Alaska. That is about one-ninth of the world's known eoal reserves and one- 
third of the U.S. reserves. Alaska's North Slope could be the world's coal storehouse for 
the next century. 


ASRC had over $1.3 billion in revenues in 2004. 

One ASRC 8(a) subsidiary - Technical Services - had over $300 million 
in revenues in 2004. Are ASRC and Technical Services really 
disadvantaged entities? 

ASRC Summary - Artie Slope Regional Corporation is a large $1.3 billion corporation 
with slew of subsidiaries, joint-ventures and other partnerships. It has thousands of 
employees, numerous subsidiaries, offices all over the world, and 5 million of acres of 
land in Alaska that are rich in oil, gas, coal and minerals. 

According to the Anchorage Daily News (March 21, 2006) 

Artie Slope announced record profits for 2005 
of $126 million on sales of $1.6 billion. 
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By any measure, ASRC is not an impoverished, economically disadvantaged tribal entity. 
ASRC is a large, successful conglomerate that can stand on its own feet in the free 
marketplace. It does not need to be propped up by huge 8(a) sole-source contracts. 

ASRC's 8(a) subsidiary - Technical Services - had over $300 million in revenues in 2004. 
Clearly, this 8(a) firm has reached critical mass and should be able to compete in the 
open marketplace without further sole-source largess from the Federal government. 

ASRC is a large conglomerate that can compete in the open market. 
Likewise for it's $300-miilion 8(a) subsidiary. 

ANC Summary - In essence, the Regional ANCs are governments in the form of 
corporations, 13 of which cover the entire state of Alaska. Most of them are large 
corporate conglomerates involved in many types of business enterprises totaling (it is 
estimated) several hundred business units. In addition, the ANCs own 44 million acres in 
Alaska which contain highly valuable resources, including petroleum, gas, coal, minerals, 
and so forth. 

ANCs are large businesses with biiiions of doliars in revenues, 
thousands ofempioyees, hundreds of business units, 
and hundreds of o&ices across the country and the world. 

In addition, ANCs own 44 million acres of land in Alaska 
that are highly prospective for oil, gas, coal, minerals 
and other natural resources. 

Public Policy Perspective - From a public policy perspective, Washington DC decision- 
makers need to get over the myth that ANCs are impoverished tribal entities that 
desperately need billions of dollars in Federal sole-source contracts to survive. ANCs 
are not small struggling entities. Most of them are large, successful conglomerates. 

Jobs for Native Alaskans - Furthermore, as discussed above, ANCs are not creating 
many jobs for native Alaskans in Alaska through the billions of dollars in 8(a) sole- 
source contracts they are currently receiving. 

A massive, muiti-biliion doiiar, soie-source, 
set-aside contracting program is not the appropriate vehicle for 
creating Jobs for Native Alaskans in Alaska . 

ANC Arguments - ANCs routinely postulate that they should continue to be part of the 
8(a) program with their special privileges intact. Their arguments are along these lines: 

We represent downtrodden native Aiaskans in communities 
that are lacking in jobs and economic opportunity. The speciai 8(a) 
authorities of the ANCs are guaranteed to us as a matter of Treaty under 
the Aiaskan Native Claims Settlement Act We should not be fighting 
each other for crumbs. If you rock the boat, the conservatives in the 
Congress wiit do away with the entire 8(a) program. 
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We beg to differ, but these self-serving arguments do not hold water. First of all, the 
billions upon billions of dollars in Federal sole-source contracts that the ANCs are 
receiving are not crumbs. 

Secondly, the billions upon billions in Federal sole-source 8(a) contracts that ANCs are 
receiving do not bear any reasonable proportionality to the small population of 
impoverished Native Alaskans (24,000) that ANCs are supposedly serving. Furthermore, 
the preferential treatment that ANCs are Increasingly receiving from certain Federal 
agencies is an unfair and unhealthy development in the 8(a) program. 

No End In Sight!! - Most importantly, there is no end in sight to the ANCs' insatiable 
appetite for 8(a) sole-source contracts which generate few (if any) jobs for Native 
Alaskans in Alaska, and which take contract opportunities away from other deserving 
small businesses. There is no limit, no ceiling. ANCs can continue amassing sole-source 
8(a) contracts in the multiple billion of dollars as far into the future as the eye can see. 
They can perpetuate their participation in the 8(a) program by creating new 8(a) firms as 
far into the future as the eye can see. Quite literally, therefore, there is no end in sight. 
This is a program with no limits and no boundaries, and it is totally out of control. 

We are not going to waste our time on the ANCs' self-serving arguments while they 
expand their dominance of the 8(a) program. We are not going to waste our time on the 
ANCs' transparent arguments while they continue taking contract opportunities away 
from our companies across the country (thereby, taking jobs and economic development 
opportunities away our people and our communities). 

Attitude of Entitlement - One of the most disturbing aspects about the ANCs 
participation in the 8(a) program is their blatant attitude of entitlement. While self- 
righteously carrying on and on about how downtrodden they are, and about the 
impoverished communities they are so nobly serving, ANC spokespersons often claim 
that: 


"The ANCs special 8(a) privileges are guaranteed to us as a matter of Treaty 
under the Alaskan Native Claims Settlement Act." 

The following quote further illustrates this self-righteous entitlement attitude. According 
to Alutiiq's Manager of Corporate Communications (quoted from The American Prospect 
- On-Line Edition); 

"The participation of America's indigenous peoples in the 8(a) program is part of 
the federal government's fiduciary responsibility to provide a sustainable Native 
economy as required by treaties, the constitution, statutes, and court cases." 

These attitudes raise the notion of entitlement to a whole new level, as though Alaskan 
Natives are entitled to limitless billion-dollar sole source contracts as a matter of treaty 
and birth-right. Most Americans would be shocked by this brazen attitude of entitlement. 
Simply put, it's shameful and disgusting. 
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SDB Subcontracting Program - Readers of this document should also be aware that 
Congress recently passed an amendment that bestows SDB status on ANCs for purposes 
of receiving SDB subcontracts from major Federal prime contractors. 

Yes, unfortunately, you read that correctly. Multi-billion dollar ANCs are now SDBs 
with respect to the subcontracting programs of the major Federal prime contractors. This 
includes all their 8(a) subsidiaries, partnerships, and joint-ventures. 

This will, no doubt, lead to the erosion of subcontract opportunities for SDBs from prime 
contractors in the same manner in which regular 8(a) firms are losing prime contract 
opportunities to ANCs at the Federal agencies. 

To add insult to injury, 
the ANC behemoths are now classified 
as SDBs for purposes of participation in the 
subcontracting programs of Federal prime contractors. 


Solutions 


The main issue the Congress needs to address is the structural imbalance in the 8(a) 
program which so disproportionately favors 154 ANCs over the other 9,700 firms in the 
8(a) portfolio. The entire 8(a') portfolio of 9,700 firms needs to have equal access to 
federal prime contracts . Furthermore, ANCs should not be put in an advantaged position 
that causes them to be singled out for favoritism by Federal buying offices. 

The entire 8(a) portfolio needs to have equal access 
to federal prime contracts. 

The 8(a) program was explicitly designed by the Congress to enable small disadvantaged 
businesses to gain access Federal prime contracts. To ensure continued access to Federal 
prime contracts by all firms in the 8(a) program, there must be a level the playing field 
between ANCs and the rest of the 8(a) portfolio. 

The 8(a) program was not created for the ANCs to receive 
mega-8(a) prime contracts and for the rest of the 
8(a) portfolio to become supplicants to ANCs for subcontracts . 


The Associations that are jointly submitting this position paper to the Congress would 
gladly share the 8(a) program with small disadvantaged companies in Alaska, providing 
they participate on a co-equal basis with all other participants in the 8(a) program. We 
are not prepared, however, to continue to have the 8(a) program gouged and abused by 
large, rapacious ANCs, especially on the questionable premise that they are bringing jobs 
and economic opportunity to impoverished Alaskan natives in Alaska. 


16 



313 


Separation or Modification - The organizations submitting this position paper propose 
immediate policy changes with respect to the ANCs' special privileges in the 8(a) 
Program. Basically, there are two ways to proceed: 

1. Separation 

2. Modification 


Bottom line... there are two alternatives: 

Move ANCs out of the 8(a) program, or 
Level the playing field between ANCs and all other 8(a) firms. 


1. Separation - Given the marmer in which the ANCs' special 8(a) privileges are 
presently constructed, ANCs do not fit in the traditional 8(a) program. Having ANCs in 
the 8(a) program is like having multiple Lockheed-Martins in the 8(a) program. ANCs 
are large, billion-dollar conglomerates. Most of the restrictions placed on the other 8(a) 
firms do not apply to them. They are big, powerful entities. They are like the proverbial 
bull in the china shop. Their presence is the 8(a) program is seriously distorting the 
program. 

It is a grossly unfair to the other 9,700 participants in the 8(a) program to have these 
ANC behemoths in the 8(a) program. The 8(a) program was originally designed to 
facilitate the growth and development of small, socio-economicallv disadvantaged 
minority companies . There is nothing small or socio-economically disadvantaged about 
these large ANCs. 

It is even more ridiculous to have these huge ANCs in the 8(a) program considering that 
the entry criteria for a regular 8(a) participant is a personal net worth not exceeding 
$250,000. Yet an ANC, with annual revenues of a billion dollars , can qualify for the 8(a) 
program!! This disparity is mind-boggling. 

An ANC with a billion dollars in revenues quai'ifies 
for the 8(a) program. Yet, the net worth for aii other 8(a) applicants 
may not exceed $250,000 for entry into the 8(a) program. 

This disparity is mind-boggiingl 

Therefore, the most desirable alternative is for ANCs to be separated from the 8(a) 
program. If ANCs and their political representatives can convince the U.S. Congress that 
they need access to billion-dollar Federal contracts on a sole-source basis, then they can 
create a separate program to meet those needs. 

2. Modification - In the course of discussions with ANC leaders over the past year, it 
has become clear that they are aggressively committed to their unlimited 8(a) authority, 
along with the many other special privileges they enjoy in the 8(a) Program. In fact, they 
feel entitled to these special privileges as a matter of Treaty. 
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If the ANCs canHOt be moved out of the 8(a) program, then major modifications to the 
ANCs' lavish 8(a) privileges must be made. At minimum, these are the fundamental 
changes that are needed: 

1 . Eliminate the ANCs' unlimited sole-source contracting privilege. The ANCs 
should be subject to the same sole-source caps that apply to the rest of the firms in 
the 8(a) program; 

2. Raise the sole-source caps for all 8(a) firms to $20 million (an increase in the caps 
is long overdue - there has not been an increase in the caps since 1989), and apply 
the caps equally to ANCs and the rest of the 8(a) portfolio; 

3 . Require each ANC entity (subsidiary, joint-venture or partnership) to prove 
economic disadvantage, just like all other 8(a) participants; 

4. Require that each ANC 8(a) applicant meet tests of economic disadvantage and 
net worth limitations (or the equivalent), just like all other 8(a) applicants; 

5. Place a revenue limit on ANC 8(a) applicants - for example, ANC firms vnth 
sales of $10 million or more would not be eligible to apply for the 8(a) program; 

6. Make the small business size standards applicable to ANCs, just like they apply to 
all other small businesses, including Tribally-owned 8(a) companies (in other 
words, the revenues or employees of the subsidiaries, joint- ventures, partnerships 
and all affiliated businesses of ANCs should be included in small business size 
determinations); 

7. Limit the number of 8(a) entities an ANC can have to no more than two at one 
time; 

8. Require that ANCs secure an increasing share of competitively won contracts in 
their business mix during their 8(a) tenure in order to continue to be eligible to 
receive 8(a) sole-source awards, just like the rest of the 8(a) portfolio; 

9. Place a cap on total ANC 8(a) sales - for example, once an ANCs sales exceed 
$500 million, they would no longer be eligible for any 8(a) contracts (sole-source 
or competitive); 

10. Repeal the legislative enactment that gives ANCs SDB status with respect to 
subcontracting with Federal prime contractors; 

11. Prohibit Federal agencies from including in their small business reporting, 
contract awards to ANCs wherein the ANCs did not meet the small business size 
standards as applied to all small businesses (for which ANCs are presently 
exempt). 


####### END ######## 
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My name is Richard M. Hobbs, II, and I am the Executive Vice President of Afognak Native 
Corporation (hereinafter “Afognak”) and its Government Contracting arm, Alutiiq, LLC. 
Afognak is a village corporation established vmder the 1971 Alaska Native Claims Settlement 
Act. The Board of Directors of Afognak created Alutiiq in order to diversify Afognak’s business 
operations and develop a series of core competencies in government contracting. Alutiiq has 
worked through the Small Business Administration’s 8(a) Business Development Program to 
accomplish this mission. 

Afognak is managed by a nine member Board of Directors, all of whom are Alaska Native 
shareholders of Afognak. Collectively Afognak has almost 700 shareholders, some of whom 
continue to live in the Native Village of Port Lions, located on Kodiak Island in the Gulf of 
Alaska. 

On June 21, 2006, during the joint hearing on ANC participation in the 8(a) program. Rep. 
Waxman raised concern over an Alutiiq contract with the U.S. Department of State for 
construction renovations in Sao Paulo, Brazil. We are submitting this additional testimony in 
order to clarify the record on this project. 

The consulate renovation contract was performed by Alutiiq Fluor Constructors, LLC, a joint 
venture between Alutiiq Management Services, LLC, and Fluor Federal Services. The joint 
venture was formed under an SBA-approved mentor-protdge relationship. 

Rep. Waxman’s questions suggested that the Committees would benefit from greater background 
as to the negotiation process that led to the final price for this contract. It is accurate that the 
difference in price between the Government’s original cost estimate and Alutiiq’s first proposal 
was significant. What this does not reflect is that the Government’s original cost estimate was 
developed internally without the benefit of a recent detailed site visit. The Independent 
Government Estimate (“lOE”) also did not reflect the accelerated construction schedule that was 
required to meet the State Department’s time frame. Meanwhile, the Government required 
Alutiiq to submit its first price proposal on an extremely condensed schedule without the benefit 
of full information as to project scope or risks. The cost estimate that was refined during 
negotiations provided detailed information as to the materials, labor requirements, equipment, 
and other costs and risk factors associated with the job. The Alutiiq team and the Government 
then negotiated, in detail, over all aspects of the cost and pricing estimate and ultimately reached 
a price that was very close to the Government’s revised estimate. 

In my opinion this contract is a successful example of the 8(a) program working as intended. 
Alutiiq’s cost and pricing data was fully available to the Government customer. There was 
complete transparency in the process and the Government ultimately received an excellent 
product at a reasonable, well documented, and agreed upon price. The negotiations over 
budget, price, and scope that occurred on this project are identical to those that occur on virtually 
every construction project, commercial or government, around the country and the world. 
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Alutiiq agreed with the State Department’s comments to this issue that were contained within the 
GAO report: 

As with any new firm doing business with the Department, there is a learning 
curve where they begin to understand our requirements and we reach an 
understanding of what perception they had when putting their price proposal 
together. It is not an unusual situation. Once communications improved, their 
understanding of the needs of the Department resulted in their offered price 
becoming closer to the Government estimate of what the project should cost. The 
price went from twice as much to slightly above our estimate. The negotiations 
came to a successful conclusion and we were able to determine that the final price 
was fair and reasonable.’ 

Mentor-protege relationships, like that between Alutiiq Management Services and Fluor Federal 
Services, help to meet the goals of the SBA’s 8(a) program. Small and developing companies, 
particularly those learning the ropes in the world of government construction, benefit from 
assistance on estimating procedures, accounting system development, and bonding capacity. It 
was Alutiiq’s unfamiliarity with these areas, particularly estimating, that justified our 
relationship with Fluor. Our mentor-protege relationship with Fluor worked exactly as the 8(a) 
program intended; it is, in fact, an exceptional example of the success of the 8(a) program, not an 
abuse of that system as some misguided individuals have suggested. At the end of the day, 
Alutiiq effectively managed and executed a remote international construction project on a tight 
deadline while meeting the State Department’s need. Fluor gave us the expertise in estimating, 
cost accounting, and internal processes that we needed in order to become competitive. In many 
respects, this project positioned us to become a viable competitor of Fluor and other large 
government contracting companies in the future. As a direct result of our work on the Brazil 
consulate, Alutiiq has been able to grow and prosper in the construction field. We continue to 
provide exceptional construction services for our military forces, now winning competitive 
procurements, and are now capable of doing so without the assistance of a formal mentor. 

As with all our projects, the profits earned from this project were passed up to Afognak Native 
Corporation, which distributes profits to our disadvantaged Native shareholders in the form of 
dividends, job training, internships, scholarships, and cultural and social programs, among 
others. 

Thank you for the opportunity to clarify our work. I am happy to answer any questions you may 
have. 


^ Department of State Comments on GAO Draft Report. GAO Report 06-399, “Contract Management: Increased 
Use of Alaska Native Corporations’ Special 8(a) Provisions Calls for Tailored oversight.” April 2006. Page 61. 
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June 15, 2006 


Honorable Tom Davis (VA) 

Chairman Government Reform Committee 
2157 Rayburn House Office Building 
Washington, DC 20515 

Dear Honorable Tom Davis: 

I respectfully submit this statement for inclusion in the June 21, 2006, U.S. House of 
Representatives’ Small Business Committee and Government Reform Committee joint hearing 
record concerning the Government Accountability Office (GO) Report, Contract Management: 
Increased Use of Alaska Native Corporations ' Special 8(a) Provisions Calls for Tailored 
Oversight (GAO-06-399). 

The Native SBA 8(a) provisions represent successful federal policy intended to positively impact 
Native American participation in the marketplace. The 8(a) program has helped tribal 
communities build a revenue base, diversify economies, and provide jobs, education, services 
and community-wide benefits to a group of Americans who historically have been severely 
disadvantaged. The 8(a) program has been particularly helpful to those tribes and Alaska Native 
Corporations located far away from major markets or industrial centers because of the broader 
opportunities federal contracting provides. 

The Native 8(a) provisions have resulted in just what the Congress intended - facilitation of 
Native communities’ economic diversification, self-sufficiency and the ability to participate 
more fully in the mainstream of society. The program contributes to the development of new 
competition and forces increased efficiencies for existing competitors. We are proud of our 
business capabilities and the substantial performance benefits we provide to our customers. We 
are clearly building more self-reliant communities for future generations. Congress should 
unquestionably preserve the benefits of these Native 8(a) provisions. 


Akima Management Services, Inc. 

13777 Ballantyne Corporate Place, Suite 400, Charlotte, NC 28277 
Phone: 704-714-4556 • Web: www.akima.com 
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Akima Management Services has a strong performance record in facilities management, 
technical and engineering support, construction management, training development and support, 
range management, logistics and data/records management. Akima, an Alaska Native 
Corporation (ANC), has achieved an outstanding reputation as a high quality government 
contractor. 

Our principal parent company, NANA Development Corporation (NDC), is owned by more than 
1 1,400 Alaska Native shareholders of Inupiat Eskimo descent. Since inception, NANA has paid 
out 100 percent of its profits to shareholders as dividends. The total of dividends paid out thus far 
equals over $51 million, $7.2 million more than the original cash received by NANA under the 
terms of the Alaska Native Claims Settlement Act. In 2005, NANA employed 730 of its 
shareholders. Wages paid to these shareholders totaled $27.8 million. In addition, the Aqqaluk 
Trust distributed $366,208 in scholarships to 299 shareholder students in 2005. Akima is proud 
to be NANA’s largest contributor to these funds. 

On behalf of the shareholders that the Akima companies benefit, I urge you to continue 
supporting the SBA’s Native 8(a) Program and Native provisions. 

Sincerely, 

AKIMA MANAGEMENT SERVICES, LLC 


John D. Wood 
President'CEO 
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June 15, 2006 


Honorable Tom Davis (VA) 

Chairman Government Reform Committee 

2157 Raybnm House Office Building 
Washington, DC 20515 

Dear Chmrman Davis, 

As an Alaskan Native Corporation, I submit the following statement for inclusion in the 
June 21, 2006, U.S. House of Represent^ves’ Small Business Committee and Government 
Reform Committee joint hearing record concerning the Government Accountability Office 
(GAO) Report, Convict Management: Increased Use of Alaska Native Corporations ’ Special 
8(a) Provisions Calls for Tailored Oversight (GAO-06-399). 

As you may know, the Native SBA 8(a) provisions are a rare example of federal policy 
promoting Native American govemment-to-govranmait participation in die federal marke^lace 
successfully. The 8(a) program has helped tribal communities build our governmental revenue 
base, diversify our economies and provide jobs, education, and services and community-wide 
benefits to a group of Americans historically 6r less able to access the American dream. The 
8(a) program has been particularly helpfiil to fiiose tribes and Alaska Native Corporations fiiat are 
located far aw^ fi:om major markets or industrial centers because federal contracting can occur 
anywhere in the United States and abroad. 

The Native 8(a) provisions have resulted in just what the Congress intended - &cilitatiQtt 
of Native communities’ economic diversification, self-determination and the ability to fiilfill our 
governmental obligations to our dtisEns. The program has also been a good bargain for taxpayers 
by giving Native American companies a foot in the door in certain industries. It contributes to the 
develojnnent of new competition and efficiencies for the few large businesses that dominate 
certain markets by diversifying the pool of suppliers. We are i»oud of our increased business 
capabilities. We toow we are building self-reliant cottrmunities for future generations. Congress 
should preserve the benefits of these Native 8(a) provisions. 

Because Tribal governments and ANCs represent a community rather flian an individual, 
the 8(a) rules ^pUcable to Tribes and ANCs differ, purposely, firom the rules that govern 8(a) 
companies owned by individuals. Revenues earned by Tribal and ANC enterprises are used to 
provide govemmaital smvices and community-wide benefits in economically and socially 
disadvantaged Native communities, hr contrast; the profits earned by an 8(a) coiripany owned Ity 
an individual are retained by that individual owner. 

The rec«if GAO report recognized the unique nature of Alaska Native Corporations and 
the need for the SBA to tailor its regulations and policies to improve its oversight of the program 
and did not recommend that any legidative changes be made to the Native 8(a) program. We 


Fbone; 7S7-873-0019 


11833 Canon Blvd., Suite 102 
Newport News, Virginia 23606-2589 


FAX: 7S7-873-0362 
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Goldbelt Eagle, LLC provides services to various government oIi«its in the follovring 
listed business practice areas. We are currently engaged in both Prime-Sub; Joint Vattore; and 
Mentor-Prot^d relationships wifli both large and small businesses with multiple contracts with 
the Department of Energy, National Energy Technology Laboratory in Morgantown, WV and 
Pittsbittgh, PA; and the Dqtartment of Interior, Bureau of Indian Affairs; and the Departtnait of 
Defense, natiottwide. 

• Facility Operations and Maintenance 

■ Site Operations Support 

• Site Administrative Services 

• Operation and Maintraiance Services 

• ConstmctioD and Renovation Management Services 

• hafoniution Technology Services 

• Enterprise Application Integration Services 

• Enterprise Resource Planning 

• System/Data Security 

• Data Center Services 

• Technical Help Derit Savices 

• Records Management 

• Specialized Training Services 

• Pre-deployment Training (Cultural Awareness/OPFOR) 

• Deployed Linguist/Translator Services 

• Readiness Training 

• Survival, Evasion, Resistance, and Esctgre (SERE) Training 

• Security Opaations Training 

I respectfully urge you to continue supporting the SBA’s Native 8(a) Program and Native 
provisions. The program is working, as demonstrated by our ability to grow to a $22M per year 
firm Miile generating new technical qualifications dirough teaming arrangement under direct 
awards and then utilizing these qualifications to win additional worit competitively. 

If I m^ answer any questions or provide fiirther information, please contact me at 757- 
873-0019 Ext 224. 



cc: Congressional Delegation 

Native American Corrtractors Association 
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June 23,2006 


The Honorable Tom Davis 
Chairman, Committee on Government Reform 
U.S. House of Representatives 
Washington, DC 20515 

Dear Chairmen Davis and Manzullo: 


The Honorable Donald Manzullo 
Chairman, Committee on Small Business 
U.S. House of Representatives 
Washington, DC 20515 


As a foilow-up to the Jirne^l, 2006rJoittt Committee-Hearing on the ANC Progranriand' Federal Procurement, 
Akima respectfully wishes to provide your committees additional information to correct certain mischaracterizations 
of the facts and ciixiumstances associated with Akima Site Operations, LLC’s Army Corps of Engineers contract to 
provide classrooms as part of the Katrina recovery effort. 1 am specifically requesting that this letter be made a part 
of the official hearing record. 

During your Committees’ deliberation there were comments and testimony that suggested Akima had no b^is for 
raising its price during conrractnegotiations and thus overcharged the.govemment for its services relatedjto the 
contract. I wish to emphasize that was not the casCj and I want provide additional detjails to clarify the situation. 

The bottom line is that Akima provided the government a fair and reasonable price for the successful delivery of 450 
classrooms, ahead of schedule„saving the school year for the children in Mississippi. 

There has been considerable publicity concerning the difference between Akima’s $32. 5M order-of-magnitude 
estimate submitted to the Corps of Engineers on Friday, September 16, 2005, and our final $39.5Mfinn-fixed 
contract that was accepted by the Corps on Sunday, September 1 8, 2005. Akjma wishes to clarify the interactions 
and discussions between the Corps and Akima that occurred during price negotiations prior to die execution of the 
contract. 


After the Corps initially contacted Akima on the afternoon of Wednesday, September 14, 2005, concerning their 
requirements for 450 classrooms, Akima presented the Coips a series of order-of-magnitude estimates for “used”, 
“leased”, and “new” classrooms with several delivery schedule scenarios. The purpose of these estimates was to 
provide the Corps the “relative” difference in “classroom stock costs” among these options, so the government could 
decide which option best suited their requirements. When parties use order-of-magnitude estimates, it is with the 
understanding that suqh.estimates do nof include all costs associated with the project, but rather provide a rough 
comparison of the various, alternatives.--,; • . 

During negotiations on Saturday, September 17j, :2005,tthe Coips finalized Jhe requirement for Akima, concluding 
that it needed 450 new classrooms;, 200, in 14 days and. all 450, units by, November 1, 2005.. As a result, Akima 
proceeded to prepare a ftill cost estimate based on the .newly defined scope of, work. For the first time, j^kima’s cost 
proposal took into account the numerous other costs associated: with- the project, including warranty liabilities, 
permit fees, transit insurance, security costs, driver logistics- «)sts, fuel stagingv vehicle escort costs, and other 
indirect costs associated with transporting the units. In addition, Akima submitted its proposal without firm orders 


Akima Management Services, Xnc. 

13777 Bailantyne Corporate Place^ Suite 400, Charlotte, NC 28277 
Phone: 704-714-4556 • Web: www.akima.com 
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from suppliers, and properly anticipated the requirement to pay a premium for units that could meet a delivery 
schedule substantially more aggressive than earlier estimates. Akima’s September 1 7th cost proposal also took into 
account Akima’s costs of money and the tremendous risks associated with providing these units on schedule and 
within cost in a disaster recovery area. It is worth noting that Akima’s order-of-magnitude estimate submitted on 
September 16th included a delivery schedule that extended to tiie end of January 2006 (over 130 days) versus our 
final negotiated schedule of 45 days, which had a major impact on the project’s cost. Akima presented all of its 
supporting cost information to the Corps, and the Corps determined that Akima’s proposal was acceptable, met its 
schedule needs, and was within its budget. In fact, we have Very recently learned that our price was consistent with 
the Government’s original estimate for the work. 

It is important to emphasize that Akima met all project milestones, delivered quality units on an expedited basis, and 
fully satisfied the Corps’ requirements five (5) days ahead of schedule— for a fair and reasonable price. Additional 
information on this project is also available on Akima’s website, www.Akima.com. 

Thank you for your consideration in accepting this letter for the hearing record. I would be happy to meet with you 
or your staff to discuss this project fiirther if so desired, and please feel free to contact me anvtime at (704) 714-6408 
or iwood@akima.com . 

Sincerely, 


AKIMA MANAGEMENT SERVICES, LLC 


John D. Wood 
President/CEO 

JDW/ws 

cc: The Honorable Henry Waxman 
The Honorable Nydia Velazquez 
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Security for the Homeland, Made in Alaska 


Tribal Groups Find 
Corporate Partners 


By LESLIE WAYNE 


As the Pentagon shipped thousands of ' 
military potice to Iraq over the last year, it 
had to move quickly to replace guards at 
important installations around the country, 
including Fort Bragg. N.C., and West Point. 

So it turned to the private sector and qui- 
etly awarded multimillion-doliar contracts 
without putting out competitive bids. 

The winners hailed from Alaskan corpo- 
rations representing native tribal groups 
that are uniquely eligible to win Pentagon 
■contracts in unlimited amounts without 
having to compete against other compa- 
nies. But perhaps the main beneficiaries 
were their minority partners, two big secu- 
rity firms. Wackenhut Services and Vance 
International. 

The Pentagon has made no public an- 
nouncements of the contracts, in which the 
, joint ventures are being paid $194 milUon 
to protect 40 properties. If options to extend 
them are exercised, the contracts' value 
could reach $500 million, according to 
Army documents obtained by The 'New 
York Times from officials briefed on the 
arrangement. 

So far. there have been no complaints 
about the performance of the private 
guards, who have been moving on to Army 
bases over the last year to protect gates 
and patrol grounds. 

But the prominent roles of Wackenhut, 
which Is working with an Alaskan native 
corporation called Alutiiq, and Vance, a 
partner of the Chenega Corporation, also of 
Alaska, have raised a variety of concerns, 
from the way the contracts were awarded 
to questions about whether the established 
security companies that are doing much of 
the work are appropriate for the job. 

“The intent of the law is to help minority 
businesses, yet these are major corpora- 
tions who wouldn’t otherwise need help get- 
ting contracts,” said Danielle Brian, execu- 
tive director for the Project on Govern- 
ment Oversight, a Washington nonprofit 
group that studies military spending. “You 

Evan Johnson, foreground, and Otis Antoine check ID's at West Point. They work 

Continued on Page 6 for g private security venture between Wackenhut and Alutiiq, a tribal group. 



Business Day 




325 


Security for the Homeland^ Made in Alaska 


Continued From First Business Page 


have a law that was set up to benefit 
native American companies.” 

The government's urgency was 
clear; 4,100 soldiers were to be 
shipped overseas. They would be re- 
placed by 4,385 private security 
guards. Beginning in early 2003, the 
Army began to survey which bases 
would get the private guards and ap- 
proached the Alaskan companies 
and their partners, which ultimately 
received the awards. 

Military officials have told Con- 
gress that the no-bid arrangement 
was made to get “boots on the 
ground” quickly in Iraq, according to 
one Army document. The document 
also said that given the Iraqi call-up, 
“contract security guards are a via- 
ble manpower option.” 

“The reason for the privatization 
of gate guards is to free up the war- 
fighter from doing garrison support 
and do what they are trained to do, 


which is go and fight,” said Jerome 
Kelly, a spokesman for the Installa- 
tion Management Agency, a division 
of the Army that manages military 
bases. The Army began to let the 
contracts in late 2003. 

Besides the lack of competition, 
the awards have raised other con- 
cerns. Government investigators 
have repeatedly cited Wackenhut for 
security lapses at other federal in- 
stallations it was hired to protect. 
And Wackenhut is foreign -owned, 
which means it is prohibited from 
some sensitive post-9/1 1 security 
contracts like airport screening. 

“There is an irony in that Wacken- 
hut is foreign-owned and a lot of the 
profits will be going overseas,” Ms. 
Brian said. 

Vance International has received 
several high-profile assignments, in- 
cluding the Athens Olympics, as well 
as having received $1.1 million so far 
to provide security for the Bush- 
Cheney campaign. The company was 
founded by the former son-in-law of 


President Gerald R. Ford, Chuck 
Vance, who has since left the firm. 

“We have to be careful,” said Rep- 
resentative Lane Evans, Democrat 
of Illinois, who is investigating the 
arrangement. “This is a real vulner- 
able area. We are awarding con- 
tracts to one company that has a 
really bad track record and now they 
are being handed out on a nonbid ba- 
sis. We want to make sure no harm 
will be done.” 

In January, the inspector general 
of the Energy Department cited 
Wackenhut, a subsidiary of Group 4 
Securicor, which is based in London, 
for serious improprieties in conduct- 
ing antiterrorism drills at a Tennes- 
see weapons complex. It has been 
criticized in several other inspector 
general reports for other security 
lapses in the last three years. The 
company contends that the reports 
arermisleading and inaccurate. 

Even so, the concerns have sty- 
mied a similar no-bid deal involving 
the Energy Department and the 



Evan Johnson, a private guard, at Thayer Gate at West Point. Private 
guards have replaced soldiers who were sent to combat areas overseas. 
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same contractors. A $40 million "sole 
source” no-bid contract awarded to 
Aiutiiq and Wackenhut earlier this 
year to provide security at nuclear 
laboratories in Idaho was withdrawn 
following opposition from the state’s 
Congressional delegation. 

"By joining up with Aiutiiq, Wack- 
enhut can get to sole-source work in- 
stead of having to compete for it,” ■ 
said John Revier, a legislative direc- 
tor for Representative Mike Simp- 
son, Republican of Idaho. “Aiutiiq 
had no experience in the field, and we 
did not want to experiment when it 
comes to securing nuclear material.” 

In the case of the military bases, 
critics also say that Che no-bid pro- 
cess lacks oversight that the se- 
curity companies involved are ex- 
ploiting a loophole that allows them 
to avoid open competition in a cru- 
cial area of national security. Under 
the law, no Alaskan even has to be 
employed under these contracts. 

But the companies defended their 
role, saying they had helped fulfill a 
need for security at a critical mo- 
ment. 

“The Army had a most severe 
problem," said James L. Long III, 
chief executive of Wackenhut Serv- 
ices in Palm Beach Gardens, Fla. 
“You literally had thousands of mili- 
tary police, national guardsman and 
reservists working as gate guards. 
The military had to do something. So 
private security companies can fill 
the void.” 

As for the government’s criticism 
of Wackenhut, Mr. Long said, some 
of the reports referred to parts of 
Wackenhut that are not handling the , 
Army base contracts. In addition, he : 
said, Wackenhut was doing what it ! 
was told to do. | 

Vance International, a subsidiary i 
of the SPX Corporation, a technology ' 
company in Charlotte, N.C., dis- 
missed criticism of its ties to Repub- 
lican political figures. The ties, said 
Nicoiie Watson, a spokeswonian, 
“probably had little or no relation- 
ship" to its success in landing the 
Pentagon contracts. 

Ms. Watson said Vance specialized 
in security for special events and had 
worked for both the Republican and 
Democratic national committees. 
“We’ re bipartisan,” she said. 

Federal procurement law requires 
“full and open” competition” for gov- 
ernment contracts, with some excep- ; 
tions for small contracts awarded to | 
minorities and small businesses as ; 
well as in situations where there is i 
insufficient competition and oniy two : 
or three bidders exist. 

Contracts for 10 other military in- 
stallations. including Fort Campbell 
in Kentucky and the Anniston Army 
Depot in Alabama, were bid out com- 
petitively. in ail, 17 companies, in- 
cluding Wackenhut and Vance, bid 
for the business. Both Wackenhut 
and Vance were among the losers on 
the contracts. 


But in a growing number of cases, 
including Iraq, where Halliburton 
was awarded a no-bid contract to 
provide a range of services, the ab- 
sence of competitive bidding has be- 
come subject to debate. 

“What we are seeing with the no- 1 
bid Iraqi contracts is not an aberra- , 
tion, but is looming the norm," said ! 
Dan Gultman. a procurement expert i 
at the Washington Center for the i 
Study of American Government at I 
Johns Hopkins University. “They al- ; 
ways cite a short-term need for no- 
bid contracts. But in the long run, you 
end up with .no accountability, no 
ovei'sight and no alternatives if the 
performance is not good.” 

The Alaska native corporations 
that Wackenhut and Vance are work- 
ing with were created in 1371 to settle 
claims by Alaskan natives in the 
building of the Trans-Alaska Pipe- 
line and to help improve standards of 
living. 

Senator Ted Stevens, the Republi- 
can chairman of the powerful Senate 
Appropriations Committee, has long ; 
championed these corporations. Af- 
ter they fell into financial trouble in 
the I980’s. Mr. Stevens pushed 
through legislation giving the Alaska 
native corporations special benefits ' 
not available to other minorities — j 
mainly no limits on the size of the ; 
contracts and no requirements that ’ 
members of the minority group be 
hired. Most federal minority set- j 
aside contracts have a $5 million • 
ceiling. 

As a result, the corporations have 
flourished, with the money flowing 
back to tribal accounts, where indi- 
vidual tribal members are the share- 
holders. The Anchorage-based Che- 
nega, for instance, said it had reve- 
nue of $233 million a year and a 
broad array of federal contracts, 
from construction projects at mili- 
tary bases to information technology 


Critics question the 
way no-bid contracts 
were awarded. 


services for several agencies 

On the Army military base con- 
tracts, IxJth Chenega-Vance and Alu- 
tiiq-Wackenhut have been hiring lo- 
cal residents near the mliitary in- 
stallations to te the guards. Under 
Pentagon rules, responsibility for - 
overseeing the contract rests with 
the Alaska native corporation and 
the Pentagon has no legal relation- 
ship with either Vance or Wacken- 
hut. 

Federal rules require that 51 per- 
cent of the work be done by the Alas- 
ka native corporatton. While profit- 


sharing deals may differ, Mr. Long 
of Wackenhut, said Aiutiiq would re- 
ceive more than 50 percent of the 
profit with his company taking the 
rema'inder. 

Jeff Hueners, chief operating offi- 
cer of Chenega, said; “We are well 
into executing our contract. Chenega 
had a security group as pan of one of 
our core lines of business. We knew 
Vance in the marketplace and so we 
made a link with them. 

“We are a professional services 
provider for the federal govern- 
ment,” he added, “and we are provid- 
ing a high level of service imder the 
contract. It’s good for Chenega and 
good for the government.” 

At the United States Military 
Academy at West Point, Aiutiiq- 
Wackenhut has been hiring from the 
local community, including many re- 
tired New York City police officers, 
CO protect the installation’s 16,000 
acres. According to a West Point 
spokesman, Lt. Col. James Whaley, 
the new guards were “quite talented" 
and “take pride” in their jobs. 

At Che Carlisle Barracks in Penn- 
sylvania, hom.e to the Army War Col- 
lege, a spokeswoman, Lt. Col. Meri- 
deth Bucher, gave similar high 
marks to the Alutiiq-Wackenhut 
guards. 

“They are a very, very profession- 
al guard force,” Colonel Bucher said. 
In one case, when local police were 
engaged in a high-speed chase, the 
security guards quickly Installed 
barriers that prevented the vehicles 
from entering the barracks. 
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Guards 


Tlie military is criticized 
for risking security at 
bases and for a process 
that awarded $1 billion 
in contracts without 
competitive bidding. 

ByT. Christian Miller 

Times Sfaj5''WHfer 

WASHINGTON — Stretched 
thin by troop deployments in 
Iraq and Afghanistan and secu- 
rity needs at home, the Army has 
resorted to hiring private secu- 
rity guards to help protect doz- 
ens of American military bases. 

To date, more than 4,300 pri- 
vate security officers have been 
put to work at 50 Army installa- 
tions in the United States, ac- 
cording to Army documents ob- 
tained by The Times. 

The . work was awarded to 
four firms — two of which got the 
contracts without having to bid 
competitively. The contracts are 
worth as much as $ 1 .24 bOUon. 

The Army says the maneuver 
lets it free up more soldiers for 
military duty whUe quickly 
putting private guards in place 
to meet the need for additional 
security since the Sept. 11 at- 
tacks. 

But the Army’s action has 
drawn criticism on two grounds; 
that it compromises domestic 
military security, and that it 
amounts to abuse of a law in- 
tended to aid impoverished 
Alaska Natives. • 

Two five-year contracts 
worth as much as $l billion went 
to two smaO Alaska Native firms 
with little previous security ex- 
perience. The firms, which oper- 
ate under special contracting 


laws enabling them to avoid 
competitive bidding, subcon- 
tracted part of the work to two of 
the country’s largest security 
firms: Wackenhut Services Inc, 
and Vance Federal Security 
Services. 

Thirty-six bases are covered 
by the Alaska Native contracts 
— including three in California: 
Ft. Irwin, the Sierra Army Depot 
and the Presidio of Monterey. 

“I'm concerned about the 
protection of our military facili- 
ties," said Rep. Lane Evans, an 
IlUnois Democrat who serves on 
the House Armed Services Com- 
mittee and has called for hear- 
ings on the contracts. 

“Some of these installations 
house cheniical weapons and in- 
telligence materials and should 
not be compromised with ques- 
tionable contracting processes 
and poor security.” 

Democrats, watchdog groups 
and independent contracting ex- 
perts said that the Army’s con- 
tracting airangement with the 
Alaska Native firms amounted 
to a back-door deal to send tax- 
p^er dollars to Wackenhut and 
Vance, which lost out the oniy 
time they feced open competi- 
tion against other companies for 
the security contracts. 

“It’s a total abuse of the in- 
tent of the law,” said Danielle 
Brian, the executive director of 
the Progi-am on Government 
[See Ciiards, Page A9] 
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Big Firms Gain on 
Minority Contracts 


[Guards, from Page A1 ] 
Oversight, a watchdog group. 
“The law was desigTied to benefit 
companies that need a special 
boost. At the end of the day, if 
Wackenhut is benefiting, it’s just 
a blatant abuse of the system." 

The move is part of a larger 
trend of hirtngt^jrlvate contrac- 
tors to do many jobs previously 
done by the militaty. Since the 
war in Iraq, the shift toward pri- 
vate contractors has acceler- 
ated. Private companies now do 
everything -ffbm washing sol- 
diers’ laundfyio protecting sen- 
dor American officials from at- 
tack. 

At Army bases in the United 
States, officials said that secu- 
rity requirements arising from 
the Sept. 11 attacks had forced 
them to use thousands of active 
duty and reserve units to set up 
additional patrols and guard 
posts. 

Defense officials saw private 
security guards as a way to per- 
form the additional security du- 
ties. free up more soldiers to fight 
In the field and make It possible 
tor reserve units to return home 
when their service commitments 
expired. 

Defense Department officials 
first had to lobby Congress to lift 
a nearly 2-decade-old federal 
ban on hiring private security 
guards at military bases. The 
ban was enacted after govern- 
ment unions said they feared los- 
ing nonmilitary Defense Depart- 
ment guard jobs to private 
companies. 

Array officials said that by the 
time Congress acted, they didn’t 
have enough time to mount a full 
and open bidding competition 
for the work. 

The ability to award con- 
tracts to Ai^ka Native firms 
without any competition en- 
abled the Army to quickly install 
private security guards. The 
Army decided in July 2003 to is- 
sue contracts to two firms, each 
with a cap of $500 million over 
five years. 

Wackenhut’s partner is the 
Alaska Native firm Aiutiiq Secu- 
rity aitd Technology, based in 
Chesapeake, Va, The other Alas- 
ka native firm, Chenega Techni- 
cal Products, based in Panama 
City, Fla., subcontracted to 
Vance. 

At about the same time it 
awarded the .'Uaska Native con- 
tracts. the Army also decided to 


‘Some of these 
installations house 
chemical weapons 
and intelligence 
materials and should 
not be compromised \ 
with questionable 
contracting. ’ 

Rep. Lane Evans 
about military facilities guard by 
private security firms 

issue two more contracts to pro- 
vide base security through typi- 
cal open competition. The Army 
said it had more time for the sec- 
ond round of contracts, which 
were awarded in September. 
2003. ; 

In that competition, Waeken- ' 
hut and Vance entered the bid- 
ding but lost to other companies, 
the Army documents showed. 

The two winning companies. ; 
Coastal International of South . 
Carolina and Akal Security of ' 
New Mexico, were given $74 mil- . 
lion worth of contracts to guard 
12 bases. 

The Army said that the prl-' 
vate guards have performed well, 
and were trained to the same 
standards- as Defense Depairt- 
ment civilian guards, who work 
at Army bases along with mili- 
tary police officers. 

“The overall performance of 
the [security guard program] 
has been.f^cellent and to the 
standards' of the contract,” the . 
Army said In a written response . 
to questions from The Times. 

The private security firms 
also dismissed the complaints. 

Wackenhut said the criti- 
cisms were part of a labor battle 
against the company involving 
one of the country’s largest serv- 
ice unions. Service Employees 
International Union, which 
wanted to unionize Wackenhut 
guards. 

Aiutiiq said its performance 
rating Justified the Army’s deci- 

The firm’s pi-evious security 
experience eon^ted of fielding a 
120-man private police force for 
Kwajalein Atoll, a missile test 
site in the South Pacific. 

"We are paying [our^rards] a 
little higher. But we’re gettii^ 


quality perffirtnance as a result. . 
You get what you pay for," said [ 
BruceSw£^er.theheadofAluti- , 
iq’s security program. “Quality- ^ 
■wise' and performance-wise, as i 
fer as the government is con- | 
cemed.we’redoingagreatjob," i 

After hearing about the • 
Army’s interest in hiring private ' 
securi^ guards, company offi- ' 
cials said Aiutiiq and Wackenhut 
pitted their partnership; Aiuti- 
iq provided the contracting 
speed, and Wackenhut provided 
the experience. The two firms j 
jointly recruit the guards, 51% of , 
whom become Aiutiiq employees 
and 49% Wackenhut employees 
as set out in the contract. 

Aiutiiq said that as far as it 
knew, one of Its guards was an 
Alaska Native. 

"When it was clear that the 
Array needed to do something 
and do it qulckJyi'we believed it 
was headed toward Alaska Na- 
tive corporations."" said James 
L. Long, the president and chief 
executive of Wackenhut Serv- 
ices, a subsidiary of Wackenhut. 1 
“We made it clear to the Arnay 1 
that we had a relationship with j 
Aiutiiq and Aiutiiq made sure 1 
that the Army knew they had a | 
relationship with Wackenhut.” ! 

Alaska Native corporations | 

— sometimes called “Stevens : 
Act" corporations because the : 
firms were strongly supported by ■ 
Sen. Ted Stevens, the Alaska Re- 
publican who headed the cham- 
ber’s Appropriations Committee 

— were created in 1971 as part of 
a settlement of land claims with 
Alaskan tribal groups. 

Small businesses belonging 
to such corporations can receive 
no-bid contracts of unlimited 
value, an advantage not enjoyed 
by other types of businesses. 
And though; Alaska Natives 
must own the company, tribal 
members do not have to do any 
of the work, meaning the firms 
can subcontract work to other 
companies. 

The reasonhig was that profit 
generated by the firms returned 
to impoverished Alaskan tribes, 
which could .use the money to ; 
pay dividends or set up scholar- 
ship funds. 

Although dividends in some ■ 
years have been more than ' 
$50,000 per shareholder, they , 
more typically amount to a few ; 
thousand dollars. 

The military guard contracts 
awarded to Aiutiiq and Wacken- 
hut so far total $90.4 million to 


guard 16 bases, while Chenega 
and 'Vance have received con- 
tracts worth $89.9 million to 
gtiard20 bases. 

Because Wackenhut and 
Vance lost to other companies 
when faced .with competitive 
bidding, contracting expert 
groups questioned whether the 
Army was paying coo much for 
the no-bid contracts. 

Steven Schooner, a contract- 
ing expert at George Washing- 
ton University’s Law School, 
said the Array's actions showed 
a lack of planning, 

‘if it’s true that [Alaska Na- 
tive corporations] are getting 
contracts of staggering volumes 
solely for the purpose of avoiding 
competition or being a ibnnei to 
the same firms that should be 
otherwise competing for the 
work . . . it’s offensive." Schooner 
said. “It's ridiculous.” 

Unions and watchdog groups 
have raised concerns about 
Wackenhufs and Vance's per- 
formance on other contracts. 

Unions have attacked Vance 
for acting aggressively against 
striking workers in situations 
where the company has been 
hired to protect factories and 
, worksites. 

, Wackenhut has been accused 
by unions and government offi- 
cials of allowing lapses in secu- 
rity at the nation's nuclear 
plants, many of which employ 
Wackenhut guards. 

A Department of Energy re- 
port this year by the Inspector 
general said current and former 
security guards at Oak Ridge nu- 
clear weapons complex had 
complained that Wackenhut 
manipulated the results of dillis 
by altering testing equipment 
and passing information to low- 
ranking guards prior to simu- 
lated attacks. 

"It seems really Irresponsible 
to have Wackenhut, which was 
found to have cheated on gov- 
ernment security tests, doing se- 
curity work at U.S. military 
bases,” said Stephen Lemer, the 
director of the security division 
at the Service Employees Inter- 
national Union, which maintains 
'a website critical of Wackenhut, 
“This isn’t about mowing the 
lawn. Tills Is about guarding 
places that are potential terror- 
ist targets." 

Wackenhut defended its per- 
formance, noting that it contin- 
ued to receive work from the gov- 
ernment. It also said that the 
inspector general's criticisms 
were directed more at the De- 
partment of Energy than at 
Wackenhut. 

“We do what we’re told to do. 
We do what we’re, contracted to 
do.” Long said. 
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Alaska Native Corporations 
Cash In on Contracting Edge 


B/ Robeiit O'Haseo'S' Jh. 
and Scott Hicham 
IX^ashington Post StajfWriters 

In July 2002, U.S. Customs Service offi- 
cials announced they were preparing to 
award a half-billion-doUar contract for 
maintenance of thousands of gamma-ray, X- 
ray and other scanning machines at the na- 
tion’s ports and borders. Some of the na- 
tion’s biggest defense contractors, includ- 
ing Lockheed Martin Corp. and DynCorp, 
were asked to consider bidding for the 
work. 

But a year later, Customs officials issued 
a statement saying there would not be com- 
petition for the work, after afl. Instead, they 
decided to give a no-bid contract to a little- 
known company owned by Native Alas- 
kans. 

Officials at the big companies were sur- 
prised to learn they had been bested by 
Chenega Technology Services Corp., which 
only recently had been receiving big con- 


tracts for the federal government ‘1 didn’t 
even know how to spell their name," said 
Raymond Mintz, who had been hired by 
DynCorp to prepare its bid for the Cus- 
toms contract. 

Chenega had little experience main- 
taining hi^-tech scanning machines. So it 
ended up subcontracting much of the 
work to some of the big companies that 
had originally expressed interest in the 
contract includmg San Diego-based Sci- 
ence Applications International Corp. and 
Massachusetts-based American, Science 
and Engineering Inc., according to in- 
terviews and documents. 

Chenega did offer Customs officials a 
unique opportunity. By hiring Chenega, 
Customs could avoid the slow and costly 
competitive bidding process for govern- 
ment contracts that is designed to ensure 
that taxpayers get the most for their mon- 
ey. 


See CHENEGA, AS. Col. 1 


330 


Pulling in Federal Money 

Certain corporations otaned by Native Alaskans benefit from special laws approved by Congress to encourage minority 
contracting. In recent years, these Alaska Native Corporations have reaped billions dollars in federal contracts for 
homeland secuHty, intelligence and defense-related work. 


1971 Congress passes the Alaska Native 
Claims Settlement Act. creating Alaska 
Native Corporations. Under the act, the 
corporations are given 44 million acres 
and nearly Si billion in exchange for land 
used for the Alaska pipeline. 

1974 Chenega Coip. is formed with 
S9 shareholders. 

^ > . Sen. Ted Stevens 

» 1 ' '' introduces 

^ • 'j':j"igetoamendtbe 

' q settlement act to 
designate native 
corporations as 
"minority and 
economically disadvantaged business 
enterprises," qualifying them for U.S. 
Small Business Administration contracts. 
2000 Stevens introduces language in 
the Defense Department's authorization 
act to ensure that companies owned by 
Native Americans can continue to receive 
no-bid work without undergoing time- 
consuming cost-benefit studies. 


Chenega Corp. 


2001 Federal regulaliws are revised to 
exempt Alaska Native Cofpwations iiwn 
certain Small Business Admirastration 
guidelines. 

2001 ChenegaandanotherAl^N^ve 
Corporation, Arctic Slope Reponal 
Development Cwp., team to win a 
S2.2 billion contact to develop and 
manage computer systems ^ the .National 
Geospatial-IntefPigtKres Agency, ttrai tiie 
National Imaging and Mapping Agency. 


t Chenega wins $300 million 
U.S. Army contiact to maintain 7 00 
. buikfings arKl the grounds at Fort 
MtHnnouti), N.J. 

July 14, 2003 It is announced that 
Chaiega wins a $500 million no-bid 
contract from the Department of Homeland 
Security to maintain scanning equipment 
fa- border and port secitfity. 


October 2004 Chenega lobbies the federal 
government to win a similar maintenance 
contract-worth hundreds of millions of 
dollars for the Transportation and 
Security Administration. 

Nov. 15, 2004 The TSA suspends 
sending out requests for bids on the 
contract while agency officials consider.; 
the Chenega proposal. . ■ 


ANCPROGRAM OVERVIEW 


Stevens 


Fast, Efficient, Streamlined Acquisition 
. A-76 Direct Conversions 


A page from Chenega 
Technology's January 
2003 presentation to i 
the U.S. Customs 
Service, spelling out I 
some of the 
advantages Chenega 
has over other 
companies. 


L NoCeiOng on Contract Awards 

> S(a| ANCs are not subject to S3 Ml) limitation o 
(FAR10.a0S-1(b)(2)} {13CFR124,311(&)} 


9(a) sole-source contracts. 



; A Sole Source Awards Cannot Be Protested 

^ Sol»-eource awards cannot t>e protested. (13CFA124.517(3)J. 

: A SBA Advantages 

»■ SBATwo-YeaMn-Susmess rule waived for ANCs. {iaCFfl12«.T12(e)(6)} 


The company 
operates in 35 
states, along 
with Puerto 
Rico and 
Guantanamo 
Bay, Cuba. 

Here are i 
locations of 
some of its 
operations. i. 




■^4' 




4 


•i ' 
tn. • • 




; ?«. -If- 

■ 1 ;; - 9 ^ ;> 


• Chenega Technology 
Services Corp. 

3 ocher Subsidiaiies - 




Corp. 'l:' - 
headquarters 


PUHTO RICQ 

[ 


SOUSCSS. Ctierega Corp.. staff ft 
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Native Alaskan 
Firms Get Edge 
In Contracting 


CHEN EGA, from A i 


Chenega Technology Services 
Corp. is one of more than 200 pri- 
vately held Alaska Native Corpora- 
tions permitted to operate as disad- 
vantaged small businesses as part of 
government efforts to encourage Na- 
tive American participation in feder- 
al contracting'. The corporations 
have benefited from legislation in- 
troduced by members of Congress, 
most prominently Sen. Ted Stevens 
(R-Alaska), the powerful chairman 
of the Senate Appropriations Com- 
mittee. 

Alaska Native Corporations can 
maintain their small-business static, 
even if their parent companies have 
millions of dollars in re\^nue and 
thou^ds of employees. They are 
exempt from the $3 million federal , 
cap on no-bid service contracts that I 
are in place for other minority small ! 
businesses. The corporations do not j 
have to be run by Native Alaskans. ■ 
And they can subcontract much of j 
their work to other firms, but their ■ 
employees must do at least 50 per- ! 
cent of the work. - 

Only 33 Alaska natives are among 
the 2,300 employees who work for 
Chenega Technology Services, its 
Anchorage-based parent company 
and other subsidimies. The parent 
company. Chenega Corp., was be- 
gun 30 years ago in a remote Alaska 
village on Chenega Bay in Prince 
William Sound. 

Chenega Technology is headquar- 
tered in a glass office building in Al- 
exandria. Its revenue has increased 
since fiscal 2001, from about $43 
million to an estimated $480 million ; 
today. This year, Chenega ranks No. 

1 on a list in Washington Technology 
magazine, a Washington Post Co. 
subsidiary, of the top 25 small busi- 
nesses getting government informa- 
tion technology contracts, joining 
seven other Alaska Native Corpora- 
tions. Last year, Chenega did not 
make the list. 

The trend has prompted some 
procurement specialists and govern- 
ment watchdog groups to question 
whether the corporations are really 
benefiting taxpayers ^d Large num- 
bers of Native Alaskans. 

“AVe’ve made an affirmative deci- 
sion that there is a reason to pro- 
mote these companies, even though 
the contracts may cost more,” said 
Angela B. Styles, President Bush’s 


point person for federal procure- , 
ment at the Office of Management . I 
and Budget from 2001 to 2003. T i 
firmly believe in promoting small 
busine^es, but this is different 

T don’t think people r ealize the 
extent of what has happened," said 
Styles, who now represents corpora- 
tions trying to secure federal con- 
tracts. “The problem is that it ap- 
pears yon have a couple of 
companies that are fronts, and that’s 
not benefiting the native popula- 
tion.” 

In response to written questions 
submitt^ by The Post, Chenega 
Chief Operating Officer Jeff Huen- 
ers call^ the company an “Amer- 
ican success stor}^ that benefits 
from preferential laws “based upon 
the trust relationship the United 
States Government with its in- 
digenous, aboriginal people.” Huen- 
ers said about $1 million a year is dis- 
tributed to the 142 Native Alaskans 
who hold shares in Chenega Corp. i 
and to educational and cultural pres- 1 
ervation programs. ! 

William Bickelman, a procure- , 
ment analyst and small-business spe- ! 
cialist at US. Customs and Border ■ 

. protection, said Chenega is doing an ; 
excellent job, with a 94 percent fa- 
vorabk assessment from the agency 
for its first six months of work. Bick- 
eiman praised the no-bid contract 
for allowing officials to move quickly 
on a project vital to national security. 

He said he was unsure whether 
Customs officials could have gotten , 
a better price by using competitive 1 
bids. But he said he was certain the ' 
agency got good value and saved “an 
enormous amount of government 
people time” with Chenega. 

“There are special rules of en- ’ 
gagement that Alaska Native Corpo- j 
rations benefit from, and we took ad- 
vantage of . those benefits,” 
Bickelman said. 

In a recent interview, Stevens de- 
fended the Alaska Native Corpora- 
tions, saying the Constitution aUows 
Congress to provide special prefer- 
ences to Native Anwricans. The sen- 
ator said the le^ framework he 
helped to create is geared toward 
aiding all Native-American-owned 
companies. 

"It's an avenue for minority-type 
businesses to get ejqperience,” Ste- 
vens said. 

Cheneoa’s Hneners nraised Ste- 


vens as “instrumental” to the proc- 
ess. 

But Danielle Brian, executive di- 
rector of the nonpartisan Project on 
Government Oversight, called the 
contracting preference for Alaska 
Native Corporations “a total manip- 
ulation of people's natural sympathy 
toward the history of exploited Na- 
tive Americans to help further the 
profit-making of a very few.” 

Brian and other critics contend 
that procurement procedures de- 
signed to ensure that taxpayers get 
the best possible deals are being sub- 
verted and that the benefits go to rel- 
atively few oppressed Native Alas- 
kans. “These appear to be shell 
companies fronting for the same old 
contractors who have been getting 
government business all along,” Bri- 
an said. 

Keith Ashdown, vice president of 
policy at Taxpayers for Common 
Sense, said allowing Alaska Native 
Corporations to sidestep procure- 
ment rules is “a horrible deal" for 
taxpayers. 

“You are paying more and getting 
less when you go throu^ a scheme 
like this,” he said. “Any time we see 
something sole-sourced, they be 
come magnets for mischief." 

A Slow Start 


Chenega Corp., the parent of Che 
nega Technolo^, was formed as an 
Alaska Native ^Ikge Corporation in 
1974. Three years earlier, the federal 
govenment had settled historical 
land disputes under the Alaska Na- 
tive Cla^s Settlement Act. Tlie act 
created a network of 13 regional and 
more than 2CX) village corporations 
to handle $962 million and 44 mil- 
lion acres from the federal govern- 
ment. They were also given the right 
to operate as profit-making busi- 
nesses. 

Chenega Corp. originaily had 69 
shareholders, some of whom lived in 
the village of Chenega, which today 
has about 60 residents and a small 
boat harbor. It is accessible by float- 
planes and a gravel airstrip. The 
company has 142 shareholders and 
operates in 35 states and seven coun- 
tries. Its five-member board of Na- ' 
five Alaskans includes president and 
chief executive Charles W. Totemoff 
and three people with the last name 
Kompkoff. A company official said 
the Kompkofis are distant cousins of 
one another. 

The company and its subsidiaries , 
have about 60 contracts, the major- • 
ity of them nobid, to supply 17 fed- 
eral agencies with information tech- | 
nolo^, security, base operations, ■ 
intelligence and other services. ! 

In their first 20 years of operation, j 
many of the Alaska Native Corpora- 
tions struggled, with several teeter- ■ 
ing on the edge of financial ruin. 
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Then, in the early 1990s, Stevens 
and other lawmakers stepped in. Ste- 
vens, 81, a senator since 1968, has 
enormous clout on Capitol Hill as 
chairman of the Senate Appropria- 
tions Committee. He introduced lan- 
guage that changed the Alaska Na- 
tive Claims Settlement Act in 1992 
to enable the corporations to be 
treated preferentially as small busi- 
nesses for federal contracting. 

Stevens also introduced language 
that negated, for contracts awarded 
to corporations owned by Native 
Americans, a Defense Department 
requirement of elaborate cost-bene- 
fit analyses before govenunent work 
could be outsourc^ to private com- 
panies. 

In 2001, Chenega teamed with an- 
other Alaska Native Corporation, 
Arctic Slope Regional Corp., to win 
a S2.2 billion information technolo- 
gy contract at the National Imagery 
and Mapping Agency, now the Na- 
tional Geospatiai-Inteiligence Agen- 
cy in Bethesda. 

Then Chenega began pursuing 
homeland security contracts. After 
the attacks of Sept. 11, 2001, federal 
agencies began to purchase large 
gamma-ray machines and other 
kinds of saaening systems to scan 
cars, trucks and cargo containers for 
bombs and weapons of mass de- 
struction. In 2002, Chenega officials 
learned that the IJ.S. Customa Ser- 
vice was preparing to solicit bids for 
a $500 million contract to maintain 
the machines and train agents how 
to use them, interviews and docu- 
ments show. 

John Emelio, a marketing consul- 
tant for Chenega, approached Bick- 
elman, the Customs procurement of- 
ficial. A former official at the Indian 


Health Service. EraeKo had woited 
with Indian tribes ica fcwr decades, 
in and out of the government 

Bickelman said be listeiKd as 
Emelio explained that the amtract 
limits for small businsses did not 
apply to Chenega and that any sds- 
source award could not be pro- 
tested. 

"A whole new line of thinking 
emerged," Bickelman recalted in a 
recent interview. In the wake of the 
terror attacks, Biclffilman saki he 
was under pressure to award a con- 
tract as quickly as possible 
needed a solution and they needed ft 
fct.” 

On Dec. 15, 2002, Bickelman con- 
vened a meeting of procurement and 
contracting offids^ on the 13tJi 
floor of file Customs Iwikfing in 
liVhshington. Bobbie l^lker, a Cus- 
toms business manager and technol- 
ogy support officia], had never beard 
of Ala^ Native Corporations. Bick- 
ehnan described Chaiega and its 
special rights. 

W^er said it was initiafly hard 
for her to believe that Qistoms could 
avoid the headaches of competitive 
bidding for the contract Walker and 
other officials called Bickdman the 
next day and ^ed to meet with 
Chenega executives. On Jan. 2, 
2003, Customs held a meeting in one 
of its offitts in Lorton to prevent 
word from leaking to agency cot 
leagues and contractors. 

"We snuck them into our place,” 
Walker said. 

At the four-hour meeting, Chene- 
ga executives presented a marketing 
book graced with a cover photo of 
Prince Wilham Sound, fr^ed by 
^der-covered mountains. The 4^ 
page book began, "Who is Chene- 


After desCTflring the history of the 
con^any, Ch«ie^ ofSdals made 
their pitdu In response to questions 
abotft their abiliJy to do the work, 
Chen^ saW ft would subcontract 
some woric to an established firm 
caBed Anteon International Corp, in 
Bair&xCoon^. 

Customs officials said they spent 
se^nral weda examining Chenega’s 
performance on at least six other 
federal contracts and were told that 
the annpany received top marks. 

Bythe end olFebruaiy 2003, Cus- 
tons decided to hire Chenega in a 
n&bid deal The contract would be- 
gin as a one-year arranganent, vrith 
an option tor up to nine one-year ex- 
tenders. 

‘An Alternative Approach’ 


Several weeks ago, Chenega rep- 
resentatives OMitacted staff mem- 
bers for Alaskan lawmakers to re- 
quest , a meeting with the 
Tran^KKtationSecurity Administra- 
tion. Chenega wanted to persuade 
ti»e TSA offidals to piggyback on the 
Customs mainteomice contract and 
give Chenega a potentially much 
larger solfrs^ce contiact to main- 
tain TSA's scanning equipment at 
the nation's airports. 

In addition to officials from Che- 
nega. Customs and Border Protec- 
tion. and the TSA, the Oct. 19 meet- 
ing. in the office of Jon DeVore, the 
chief counsel for Sen. Lisa Murkow- 
ski (R-AIaska), was attended by 
Kate Williams, a Stevens staff assis- 
tant. DeVore, wffio once worlted for 
an Alaska Native Corporation, is a 
former Stevens staff member. 

Several of the senator’s former 


and current staff members have 
worked directly for or lobbied on be- 
half of Alaska Native Corporations. 
Lisa Sutherland, the deput>’ staff di- 
rector on the Senate Appropriations 
Committee, worked as a legislative 
analyst for the Bristol Bay Native 
Coip. 

&me of Stevens’s former aides, 
including Ronald G. Birch, and Ste- 
vens's wife’s brother, William H. 
Bittner, belong to Birch, Horton. 
Bittner & Cherot, a law finn that the 
corporations, including Chenega, 
frequently turn to when they are try- 
ing to win contracts, records show. 
In December, the Los Angeles 
Times reported on an arrangement 
in which an Alaska Native Corpora- 
tion, Arctic Slope, pays $6 million a 
year to lease space in an office briild- 
ing partially owned byStevens. 

Chuck IQeeschuIte. a spokesman 
for Murkowski. said the goal of the 
meeting in DeVore’s office “was to 
make sure there was good communi- 
cation between the two depart- 
ments." When asked whether Ste- 
vens and Murkowski were trying to 
sway TSA to hire Chenega, he said, 
“U.S. senators never try to promote 
ah individual company.” As for the 
presence of Chenega at the meeting, 
Kleeschulte said the idea was simply 
to give the company a chance to 
“speak about the possibilities." 

Last week, on Nov. 15, TSA an- 
nounced it was delaying a plan to is- 
sue requests for proposals, which 
would have been a prelude to the bid 
process. The agency said it had beeft 
made aware of “an alternative ap- 
proach." 


Staff researcher Alice Crites 
contributed to this report. 
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At Fort Detrick, a Lesson in No-Bid 

Contracting 


Br Elizabeth Williamson 
^'ashington Post Skiff Writer 


When the Army’s infectious diseases cen- 
ter at Fort Detrick decided a decade ago that 
it needed more contract workers to supple- 
ment military and civilian staf in its labs, it 
turned to companies that specialized in such 
work. 

Then last year, those workers were sur- 
prised when officials at the Frederick base 
decided to shift the management of all their 
contracts to an Alaska Native Corporation 
whose parent company was best known at 
home for a failing cruise ship line- 

in keeping with federal law granting spe- 
cial preferences to the Alaskan businesses, 
the new contract was awarded to Goldbeit 
Raven LLC without competition and could 
not be formally protested. But that did not 
stop private protests ttom many of the con- 
tract workers, who include virologists, lab- 
oratory technicians and administrative staff 
members working largely on the govern- 
ment’s biological defense programs. Some 
worried that the company had little expert- , 
ence in biological research; others wondered 
if citing such an employer in their research 
papen would raise questions among their 
scientific peers. 

“We work with the worst pathogens in the 



Rob Robbins, vice president of Goldbeit 
Raven, speaks at a conference on bidding for 


world,’ said a senior researcher, vriio spoke 
on condition of anooymfty for fear of en- 
dangering his job. “This is how vre’re »ving 
money?’ 

Scientists at the U.S. Army Medical Re- 
search Institute of InfectioiB Diseases work 
in hi^y secure containment laboratories 
and must submit to extenave security 
screening. Afta- tbeS^L 11,2001. terrorist 
attacks, demands on the institute increased 
because of die threat of bioterrorism. The 
unit led efforts to id«itify the anthrax strain 
that was sent throu^ the mafl in 2001. To- 
day. researchers work with the Department 
of Homeland Security, antKher Detrick ten- 
ant. on projects to protect U5. troops and ci- 
vilians bom bioic^cal attack. 

Demand for civilian I^r is sur^g in the 
military. About one-third of the institute’s 
1 1 0 employees are contract workers. 

Switching 160 of those workers to one 
contractor, Goldbeit Raven, was “for the 
general good.’ said .VBcha^ Younkins. an 
Army contracting officer involved in the 
process. "Whai it comes to meeting our 
. goals for small businesses, it seemed, like a 
really good opportunity." . ; 

Thou^ he had never heard of Goldbeit i 
Raven bkore 2003, Younkins said the com- ’ 
pan/s $40 million, five-year contract was re- 
cently renewed for another year and its per- 


formance ranked “exceptional.” 

In mid-2003, in a reg^r meetingwith the 
companies then representing the civilian 
employees — including Caiifomia-based Sci- 
ence Applications International Corp., An- 
teon International Corp. of Fairfax, Geo- 
Centers Inc. of Massachusetts and Ohio- 
based Clinical Research Management— -De- 
trick officials said that to cut administrative 
costs, they would award the contract the 
finns shared to one company. Several weeks 
later, it became clear none of them would 

“Internal issues arose." Younkins wrote in 
an Aug. 14 memo, and Detrick would turn to 
an Alaska Native Corporation. 

Younkins said he first learned about the 
“simplicity" of working with Alaska Native 
Corporations from a Goldbeit Raven em- ' 
ployee. A meeting with Goldbeit Raven fol- 
lowed. 

Goldbeit Raven, with offices in Chantilly, 
is a subsidiary of Goldbeit Inc. of Juneau, : 
OTie of more than 200 native corporations i 
formed under the 1971 Alaska Native 
Claims Settlement Act In recent years Gold- . 
belt has created five subsidiaries certified by 
Xth^mall Business Administration as social- 
..ly-.^and; economically disadvantaged busi- 
nesses and expanded into government con- 
tractuig^Xlie, parent company has been 
struggling for most of its history, recently 
having to seE off its Glacier Bay Cruiseline at 
a heavy loss. 

Goldbeit Raven Vice President Rob Rob- 
bins deferred ail questions about the parent 
company to Juneau, except to say that all of 
Goldbeit Raven’s profit returns there. 

Some of the Detrick staff chose not to 
transfer to Goldbeit Raven, according to sev- 
eral staff members. David Jackson, who test- 
ed vaccines on animals, retired early. “We 
were very shorthanded," says Jackson, now 
65. “When a man or woman gets that tired, 
mistakes are made." 

Guijinder Singh. Goldbeit Raven's chief 
financial officer, said the company worked to 
avoid such difficulties and that “our success 
rate for the transition has been exceptional." 

Derrick’s decision to go with Goldbeit Ra- 
ven drew praise from ^ska Sen. Ted Ste- 
vens (R). who has been a prime mover be- 
hind regulations that grant special status to 
Alaska Native Corporations. '*1 am pleased 
that Goldbeit Raven is assisting your efforts 
to ensure the health and safety of our armed 
forces," he said in a letter to the infectious 
disease unit’s commanding general. Maj. 
Gen. Lester Martinez-Lopez. 

Goldbeit Raven “asked me to thank (De- . 
trick], so I thanked them,” Stevens said in an 
interview last week. 
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QICRC 

Corporate Office 
1033 North Fairfax Street 
Suite 400 

Alexandria, VA22314 
Tel: 703.519,9901 
Fax: 703.51 9.9930 


6/20/2006 

Honorable Tom Davis 

Chairman, Government Reform Committee 

Via: 

2157 Rayburn HOB 
Washington, DC 20515 

Subject: June 21, 2006 Hearings on Alaska Native 8{a) contracting 
Dear Mr. Chairman: 

I live in the Centreville, VA area. I have worked for one of the Alaska Native 8(a) contracting 
firms for over 10 years. I hope you will consider my comments for the referenced hearing and 
submit them for the record. 

Our firm, ICRC, was the first operating subsidiary of Koniag Inc. that entered the federal 
contracting market. We received SB A certification in 1996 and have since graduated from the 
program. For Koniag and ICRC, I believe the program worked as it was designed. The 
program is designed to be a “hand up” not a “hand out" and that is what has occurred. 

It was nearly three years after certification that ICRC received its first 8(a) contract. We had to 
show past performance and capabilities before any government customer would trust us with a 
contract of any notable size. After that, we began to grow and are now able to compete in the 
open market. We employee over 200 people: over 30 of those in Northern Virginia We are 
routinely commended by our federal clients on the excellent level of service and value we 
bring to them. 

Back to Koniag. They represent the Kodiak Island region of Alaska and historically they made 
a living on the high seas fishing for crab, salmon and halibut. You may have seen the popular 
TV program that shows why it is the most dangerous work in America. What their ownership 
and management of ICRC has done is better prepare them for the modern business world and 
this is important because the Alaska fisheries industry is under constant threats from foreign 
fishing fleets. 

Next, ICRC provides job opportunities to Koniag shareholders whenever and wherever 
possible. It provides dividends which is especially important to those still living in the remote 
villages where nearly everyone is below the poverty line. Also, ICRC provides scholarship 
funding to young Koniag shareholders so they can qualify for the jobs that become available. 


www.lCRCsolutions.corrl 
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As the GAO investigation revealed; the ANCs are in compliance with the regulations, their 
government customers are happy with them and no legislative fixes are recommended. The 
federal government is the largest, most experienced buyer in the world, which means they 
know how to negotiate an excellent price even without competition. 

Thank you for your consideration of our views. 

Sincerely, 

Carl Williams 
Chief Operating Officer 
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Texas Mgt Associates, !nc. 
9107 Marbach Road, SurrE 225 
San AmoNio, Texas 78245 


June 16, 2006 

Honorable Tom Davis (VA) 

Chairm^ Government Reform Committee 

Via: iSHklMigaiBUniHMW 

2157 Rayburn House Office Building 
Washington, DC 20515 

Dear Honorable Chairman Davis, 

1 submit the following statement ft>r inclusion in tiKs U.S. House of Representatives’ 

Small Business Committee and Government Reform Committee joint hearing record on June 21, 
2006, concerning the Government Accountability Office (GAO) Report, Contract Management: 
Increased Use of Alaska Native Corporations ’ Special 8(a) Provisions Calls for Tailored 
Oversight (GAO'06~399). 

Texas Mgt Associates, Inc. is a small disadvantaged business that employs almost 1 00 
Texas residents. As a corporate partner of Native-owned businesses, we have experienced first 
hand their ability to develop capabilities and produce and deliver timely, quality, and cost 
effective products and services. Along with Native Alaskan businesses we have worked to 
support the United States Air F<xoe with research and testing in different Life Support areas. 
Accordingly, we know that the Native SBA 8(a) provisions for Native-owned firms have helped 
these businesses successfully enter and compete in the federal marketplace, regardless of how far 
those tribes and Alaska Native Corporations are located from major markets or industrial centers. 

We believe that the Native 8(a) provisions are rare examples of federal policy 
successfully advancing federal procurement goals mid simultaneously helping build self- 
sustaining businesses and economies for Native communities. Furthermore, we believe that alone 
or within mentor relationships with successful government contractors such as ourselves, Native- 
owned firms are competitive and real assets in the federal marketplace. Congress should continue 
to help Native-owned firms and preserve the benefits of these Native 8(a) provisions. 

On behalf of Texas Mgt Associates, Inc., a native San Antonio business and award 
winning firm from the SBA, I respectfully urge you to continue supporting the SBA’s Native 8(a) 
Program and Native provisions. If I may answw any questions or provide further information, 
please contact me at 2 1 0-673-8422. 



Phone: 210-673-8422 


WWW.T-M-A.COM 


Fax: 210*673-3622 


337 


EnDec 

Environmental Decisions, inc. 


June 16, 2006 

Honorable Tom Davis (VA) * , , 

Chairman Government Reform Committee*-, 

2157 Rayburn House Office Building 
Washington, DC 20515 

Dear Honorable Chairman Davis, 

I submit the following statement for inclusion in the U.S. House of Representatives’ Small 
Business Committee and Government Reform Committee joint hearing record on June 21, 2006, 
concerning the Government Accountability Office (GAO) Report, Contract Management: Increased Use 
of Alaska Native Corporations’ Special 8(a) Provisions Calls for Tailored Oversi^t (GAO-06-399). 

Enviromnental Decisions, Inc. is a Service Disabled Veteran Owned Business that was founded almost 25 
years ago. As a corporate partner of Native-owned businesses, we have experienced first hand then- 
ability to develop capabilities and produce and deliver timely, quality, and cost effective products and 
services. Accordingly, we know that the Native SBA 8(a) provisions for Native-ovwied firms have helped 
these businesses successfully enter and compete in the federal marketplace, regardless of how far those 
tribes and Alaska Native Corporations are located from major markets or industrial centers. 

We believe that the Native 8(a) provisions are rare examples of federal policy successfully 
advancing federal procurement goals and simultaneously helping build self-sustaining businesses and 
economies for Native corrununities. Furthermore, we believe that alone or within mentor relationships 
with successful government contractors such as ourselves. Native-owned firms are competitive and real 
assets in the federal marketplace. Congress should continue to help Native-owned firms and preserve the 
benefits of these Native 8(a) provisions. 

On behalf of Environmental Decisions, Inc., a company that employs San Antonio Residents, I 
respectfully urge you to continue supporting the SBA’s Native 8(a) Program and Native provisions. If I 
may answer any questions or provide further information, please contact me at 571-241-3048. 

Sincerely, 






Joseph E. Milligan, DVM, PhD 
Executive Vice President 
7800 IH 10 West, Ste 130 
San Antonio, TX 78230-4765 
Phone: 571-241-3048 
Fax: 210-568-6122 
Email: endec@att.net 


7800 iH to West. Stc. 130 •San Antonio. TX 78230-4765 
57 i-24 1-3048 • 210-568^122 (fax) • endec@att.net 
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indatatech 


June 15,2006 

Honorable Tom Davis (VA) 

Chairman Government Reform Committee 

Via: ■■■MlllfiMllMaW 

2 1 57 Rayburn House Office Building 
Washington, DC 20515 

Dear Honorable Chairman Davis, 

I submit the following statement for inclusion in theU.S. House of Representatives’ Small 
Business Committee and Government Reform Committee joint hearing record on June 21. 2006, 
concerning the Government Accountability Office (GAO) Report, Contract Management: 
Increased Use of Alaska Native Corporations ‘ Special 8(a) Provisions Calls for Tailored 
Oversight (GAO-06-399). 

As the owner of a Service Disabled Veteran Owned Business employing many 
native Texans and a corporate partner of Native-owned businesses, we have experienced first 
hand their ability to develop capabilities and produce and deliver timely, quality, and cost 
effective products and services. Accordingly, we know that the Native SBA 8(a) provisions for 
Native-owned firms have helped these businesses successfully enter and compete in the federal 
marketplace, regardless of how far those tribes and Alaska Native Corporations are located from 
major markets or industrial centers. 

We believe that the Native 8(a) provisions are rare examples of federal policy 
successfully advancing federal procurement goals and simultaneously helping build self- 
sustaining businesses and economies for Native communities. Furthermore, we believe that alone 
or within mentor relationships with successful government contractors such as ourselves, Native- 
owned firms are competitive and real assets in the federal marketplace. Congress should continue 
to help Native-owned firms and preserve the benefits of these Native 8(a) provisions, 

On behalf of Instant Data Technologies, Inc. from San Antonio, TX, and myself, a veteran 
who fought for the United States of America 1 respectfully urge you to continue supporting the 
SBA’s Native 8(a) Program and Native provisions. If I may answer any questions or provide 
further information, please contact me at (210) 344-0012. 



Bede Ramcharsn, President 


cc: Native American Contractors Association 


HOUSTON SIN ANTONIO ATUMTA 


ISIAXISII^E YOUR RETURH 
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Mystikal Solutions, LLC 

"Bringing Order to Chaos" 


June 15, 2006 

Honorable Tom Davis (VA) 

Chairman Government Reform Committee 

Via: 

2 1 57 Rayburn House Office Building 
Washington, DC 20515 

Dear Honorable Chairman Davis, 

I submit the following statement for inclusion in the U.S, House of Representatives’ Small 
Business Committee and Government Reform Committee joint hearing record on June 2 1 , 2006, 
concerning the Government Accountability Office (GAO) Report, Contract Management: 
Increased Use of Alaska Native Corporations ’ Special 8(a) Provisions Calls for Tailored 
Oversight (GAO-06-399). 

As a SDV employer of natives of Texans and a corporate partner of Native-owned 
businesses, we have experienced first hand their abili^ to develop capabilities and produce and 
deliver timely, quality, and cost effective products and services. Accordingly, we know that the 
Native SBA 8(a) provisions for Native-owned firms have helped these businesses successfully 
enter and compete in the federal marketplace, regardless of how far those tribes and Alaska 
Native Corporations are located from major markets or industrial centers. 

We believe that the Native 8(a) provisions are rare examples of federal policy 
successfully advancing federal procurement goals and simultaneously helping build self- 
sustaining businesses and economies for Native communities. Furthermore, we believe that alone 
or within mentor relationships with successful government contractors such as ourselves, Native- 
owned firms are competitive and real assets in the federal marketplace. Congress should continue 
to help Native-owned firms and preserve the benefits of these Native 8(a) provisions. 

On behalf of Mystikal Solutions, LLC from San Antonio, TX, I respectfully urge you to 
continue supporfing the SBA’s Native 8(a) Program and Native provisions. If I may answer any 
questions or provide further information, please contact me at (210) 497-1779. 



Sincerely, 



lief Operations Officer 


cc: Native American Contractors Association 


www.mvstikalsoiutions.com 

20770 Hwy 281 No., Ste 108, #618, San Antonio, TX 78258-7500 
Tel: 210-497-1779 Fax:210-497-1170 
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Statement of Ms. Ann Sullivan 

On BehaJf Of 

Women Impacting Public Policy 


Submitted to 

House Government Reform Committee 
House Small Business Committee 

“Northern Lights and Procurement Plights: The Effect of the AHC 
Program on Federal Procurement and Alaska Native Corporations” 


June 21, 2006 




Good afternoon, my name is Ann Sullivan, 1 represent Women Impacting Public 
Policy in Washington DC. Women Impacting Public Policy (WIPP) is a bipartisan 
women's business organization representing over 550,000 women and minorities 
nationwide. WIPP’s umbrella includes 42 business organizations as well as individual 
members. Thank you for inviting WIPP to testify today. 

As background, 10.6 million women-owned firms in the United States employ 
one out of seven employees in this country and generate $2.5 trillion in sales. Yet, the 
federal govemmeni has awarded only 3% of its contracts to women-owned companies as 
of 2004. Although the Congress set a 5% women-owned goal for the agencies, they have 
never met that god. In addition. Public Law 106-554, which would allow contracting 
ofttcers to restrict competition to women-owned fiTTn.s, has yet to be implemented. That 
law was enacted in tlie year 2000. 

For the past several years, WIPP members have felt the competitive pinch of 
increased feleral programs for non- women-owned businesses. We have also felt the 
effects of contract bundling. lOespite the President’s initiative in 2002 which clearly 
stated that unbundling of contracts was a priority of this .Administration, the trend has 
prown otherwise. In 2002, the Office of Management and Budget (0MB) reported that 
for evety $100 awarded on a bundled contract, there is a $33 decrease to small 
businesses. They went on to say, that becaiwe these types of contracts ‘'nin longer and 
encompass a greater scope, competition is reduced in terms of frequency and number of 
opportunities" for .small businesses. 
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Despile strong evidence that bundling is not good for small business or the 
govenmient, a 2004 Govermnent Accountability Office (OAO) Report No. 04-454 
“Impact of Strategy to Mitigate Effect of Contn^t Bundling on Small Business is 
Uncertain” shorn tliat federal agencies are confused over u4at constitutes “contract 
bundling” which results in poor accountability and disparity in reporting. While 928 
bundled contracts were captured in the Federal Procurement Dam System (FPDS), only 
24 of those contracts were reported to the OAO. 

According to a 2005 SB.A Office of Inspector General Audit, the SBA reviewed 
only 13% of bundled contracts rqxjrted by the agencies (28 out of 220). The 192 
bundled contracts not reviewed amounted to S384 million. SBA cited a lack of resources 
in reviewing the bundled contracts. With the retiring workforce and the decrease in the 
number of priKurement officials, contracts have generally become larger and less 
accessible to small businessc.s. 

The agencies have a challenge-meeting their small business requirements with 
larger contracts. One solution, according to the GAO report wluch is the subject of this 
hearing, is for procuring agencies to set aside the procurements under the 8{a) program 
for tribally owned eiiteiprise.s, including Alaska Native Corporations (ANC .s). 

However, WIPP’s members liave lost opportunities to ANCs, both at the prime 
contract level and at the .subcontract level. That is because tltey are not subject to the 
same affiliation rules and compclitivc thresholds to which otter businesses participating 
in the 8(a) program adhere. Specifically, 8(a) businessKS can receive sole source 
contracts for up to $5 million for manufacturing or S3 nrillion for other contracts. In 
contrast, the ANCs have no threshold. For other 8(a) companies, procuremenls roust be 


1 
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conipeiwl whenever possible before bci^ jBceptcd on a .sole-source b®is, but 
pK)curemcnis ciin be solo sourced to ANCs without the need to be competed. Neither are 
ANCs subject to the same small business affilktion standards as other snial.1 busi,ncsses. 

It seems to us that Congre.ss should consider treating all participants in the 8(a) 
program equally, and they should all adhere to the satnc rules. Perhaps this is not the 
right program for the ANCs and similar organizations, since the 8(a) program is a 
business development program but the ANC program is an economic development 
program Ibr communities. While the economic goals for the ANCs seem appropriate, 
trying to fit them into the 8(a) program is like trying to fit a square peg in a round hole. 

In the absence of Congressional changes in the 8(a) prognuti, WIPP believes that the 
challenge is to find a way whereby the ANCs and lribe.s can coexi.st with the other 
women and minority owned smalt businesses. Wc believe that the following 
recommendations, which strengthen all programs, would be a helpful step forward: 

1 . Establish a subatntracting requirement for very large contracts - such as S20 
million aw'ardai sole source to ANCs or tribes -- able to receive a sole source 
contract under small business programs; 

2. Strengthen the 8(a) program for all participants by increasing the competitive 
thrB,sho)ds and the persona] net worth level which Im not been changed since 
1989. 

.3. I’rovide SBA with the tools necessary to review solicitelions being placed into tlic 
8(a) program to detennine adverse impact on other 8(a) companies or other small 
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business progranis. SBA is cunmtly doing such sinalysis, but lacks the resources 
to do it in all Instances. 

WIPP members understand that altho*^ ANCs benefit from contract bundling 
and procurement workforce stafllng Issues, ANCs are not the source of these problems. 
Nor do ANCs dominate the overall small basmes® market. In fact their Sl.l billion in 
8(a) contract dollars during 2004 is a fraction of the S69.2 billion awarded to all small 
business. 'Ote GAO reptsrt shed.s light on contracting problems affecting all small 
businesses and SB,A’s lack of resources and staff to implement good oversight of the 8(a) 
prograin. 

The goal should be for all groups to work together to increase the amount of 
awards to small busines.ses, regardless of race, ethnicity or gender, and to implement a 
meaningful women’s business program. If the small busine.ss community moves 
forward collectively to increase the stturce of supply to the federal government, the result 
will be a stronger America. 
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Honorable Tom Davis 6/14/2006 

Chairman, Government Reform Committee 
'V' ia : 

2157 Rayburn HOB 
Washington, DC 20515 

Subject: June 21, 2006 Hearings on Alaska Native 8(a) contracting 
Dear Mr. Chairman: 

I work in a leadership position at a Northern Virginia based Alaska Native-Owned 8(a) 
company. I am a Service Disabled Veteran and have been in the federal contracting industry 
for the past 1 1 years. Please take the time to read this letter and consider the information as 
appropriate for the hearing referenced in the subject line. 

The firm 1 lead, Koniag Services, Inc. (KSI) provides information technology planning and 
integration services and solutions for the Bureau of Indian Affairs (BIA) and for the National 
Guard Bureau (NGB). These solutions and services ‘high-end’ - we provide sophisticated 
web-based solutions that the NGB is implementing nationwide and that are being considered 
for use by DHS, FEMA, OSD, and certain large municipalities. For the BIA we work directly 
for the Chief Information Officer, assisting him to accurately plan and substantiate 
information technology investments. In sum, KSI is building the ‘legs’ of a company that will 
thrive beyond the limitations of its 8(a) status - we are using the 8(a) program as it is intended 
- to provide advantages for a short time to allow a company to build enduring success. 

KSI’s recent report to the Alaskan Small Business Administration included information 
revealing that in the past quarter KSI has submitted 6 competitive proposals - we do not rely 
on the sole-source advantages that our Alaska Native-Owned 8(a) status allows. Instead, we 
build partnerships with other disadvantaged and small businesses with the same focus on 
integrity and client service, and collaborate to provide solutions that clients value. 

Using government set-aside programs has, and will continue to encourage entrepreneurism 
and competition by creating new companies who will continue to present creative solutions 
for the government, at competitive pricing. I suggest that the weight of your Committee 
might better applied to the large contractors such as Lockheed Martin, Northrop Gmmman, 
SAIC, Booz Allen, and others. The abuses these firms consistently foment on small and 
disadvantaged firms are numerous and severely restrict their growth. 

Government program managers need an avenue to rapidly award contracts. The procurement 
process is extremely lengthy and onerous. In situations where the scope and scale of services 
being procured are totally foreseeable - IT technical support or help desk services for 
example - the process may be appropriate. However, it situations where the need is critical 
and immediate, a rapid sole-source avenue to award is necessary. Making it possible for 
small disadvantaged businesses to step up and meet these critical needs is not only a proper 
use of sole-source authority, but it also serves the dual purpose of providing the government 
what it needs and assists the growth of a small disadvantage businesses. 
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I suggest that you may also want to keep in mind the innate biases that many government 
program managers and contracting officers have against disadvantaged businesses. Due to 
recent incomplete and inaccurate media attention, Alaska Native-Owned firms have been a 
particular target and some overworked government contracting staff have chosen not to 
research the facts, but developed their biases from these inaccurate stories. During many 
marketing visits or procurement conferences I’ve heard contracting officers express the 
blanket opinion that “small disadvantaged businesses can’t do this work.” Such opinions are 
expressed without substantiation or research. Instead they are the result of reductions in 
government contracting staffs, with the subsequent result that they are overworked and will 
take the easy path - awarding to a mega-contractor. Mega-contractors abuse of their small 
disadvantaged subcontractors and overwork of government procurement staffs combine to 
exacerbate the difficulties faced by small disadvantaged businesses. 

It is extraordinarily difficult to start and successfully grow a small business. Competition for 
talented employees is extreme and recruiting is a constant and expensive activity. Competing 
successfully against much larger firms with the very deep pockets to afford many marketing 
calls and business development activities as well as sophisticated and expensive internal 
proposal development operations is very difficult. Alaska Native Owned 8(a) firms, as well 
as other small disadvantaged firms need the currently provided sole-source advantages to 
enable them to compete. Removing those would reduce competition, stifle entrepreneurship, 
and reduce the opportunity for ANC’s to continue to provide a dividend to our Alaska native 
shareholders. 

KSI is owned by the Koniag regional corporation, whose shareholders are primarily on 
Kodiak Island in the Gulf of Alaska. Historically they’ve made a living fishing seasonally for 
crab, salmon and halibut. This is extremely dangerous work. The work of KSI and all of the 
Koniag ‘family’ firms has provided shareholders with educational opportunities through the 
Koniag Education Foundation, with free computers and software, and with employment 
opportunities nationwide. 

The recent GAO investigation clarified that ANCs are in compliance with the regulations. 
They provide solutions and services valued by their clients. The government remains in 
control and can cancel contracts at will if any contractor’s performance is inadequate, and 
negotiations on price are an integral element of sole source contracts. The contracting 
advantages of Alaska Native-Owned 8(a) firms serve the government and the shareholders 
and must be preserved. 

Sincerely, 

Kenneth R. Driimeyer 

President & CEO, Koniag Services Inc 

Dir: 703 488 3484, Mob: 703 362 4789 

kdrifrneyer@ksikoniag.com 
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01CRC 

Corporate Office 
1033 NcHih Fairfax Street 
Suite 400 

Alexandria. VA22314 
m 703-519 9901 
Fax; 703 519 9930 


6/14/2006 


Honorable Tom Davis 

Chairman, Government Reform Committee 

2157 Rayburn HOB 
Washington, DC 20515 

Subject: June 21, 2006 Hearings on Alaska Native 8(a) contracting 
Dear Mr. Chairman: 

1 am a constituent and campaign supporter of yours. I live In the Mount Vernon area. I also 
work for one of the Alaska Native 8(a) contracting firms. 1 hope you will consider my 
comments for the referenced hearing and submit them for the record. 

Our firm, ICRC, was the first operating subsidiary of Koniag Inc. that entered the federal 
contracting market. We received SBA certification in 1996 and have since graduated from the 
program. For Koniag and ICRC, I believe the program worked as it was designed. The 
program is designed to be a “hand up” not a “hand out” and that is what has occurred. 

It was nearly three years after certification that ICRC received its first 8(a) contract. We had to 
show past performance and capabilities before any government customer would trust us with a 
contract of any notable size. After that, we began to grow and are now able to compete in the 
open market. 

Without the intimate experience of the 8(a) program, as a lifelong Republican (even worked at 
the RNC) I would most likely be suspect of the entire notion of “side aside” programs. I think 
that Is where you tend to come down on this issue. What I realized from the program 
however, is that this actually saves tax dollars by constantly spawning new companies to 
compete for government work. If we do not help grow small companies that can compete in 
the federal marketplace, then we might as well just let Lockheed, NG and Boeing run the 
whole the government for us. Speaking of Republicans, remember. President Nixon Initiated 
the 8(a) program and the Indian Self Determination policy that promoted self sufficiency. 

One place the government did make a mistake is allowing the contracting shops in the 
government to be downsized. For that reason, agencies want to bundle contracts into very 
large procurements because they do not have the manpower to manage more than a few. 


www.lCRCsolub'ons.cxjm 
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That means only the very large primes can be successful. Subcontracting goals and plans the 
primes give the government are, for the most part, a joke. They do not want to sub out work 
unless it is very low level, menial work. More federal contracting personnel would allow for 
more small businesses to participate, which would create more competition, which means the 
taxpayer gets the most for their dollar. 

Back to Koniag. They represent the Kodiak Island region of Alaska and historically they made 
a living on the high seas fishing for crab, salmon and halibut. You may have seen the popular 
TV program that shows why it is the most dangerous work in America. What their ownership 
and management of ICRC has done is better prepare them for the modem business world and 
this Is important because the Alaska fisheries industry is under constant threats from foreign 
fishing fleets. 

Next, ICRC provides job opportunities to Koniag shareholders whenever and wherever 
possible, it provides dividends which is especially important to those still living in the remote 
villages where nearly everyone is below the poverty line. Also, ICRC provides scholarship 
funding to young Koniag shareholders so they can qualify for the Jobs that become available. 

Attached is a document on the ANC 8(a) benefits that might have been submitted by others as 
well. 

As the GAO investigation revealed; the ANCs are in compliance with the regulations, their 
government customers are happy with them and no legislative fixes are recommended. The 
federal government is the largest, most experienced buyer in the world, which means they 
know how to negotiate an excellent price even without competition. 

Thank you for your consideration of our views. 

Sincerely, 


Jim Lexo 
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Anchorage Office • 3900 C Street • Suite 801 • Anchorage • 995(»-5963 • (907) 339-6000 • FAX (907) 339-6028 

■ arctic ^iope 
®m regional corp, 

June 1 6, 2006 


1-800-770-2772 


Honorable Donald Manzuilo (IL) 
Chairman Small Business Committee 
via: 

2361 Rayburn House Office Building 
Washington, DC 20515 


Honorable Nydia Velazquez (NY) 

Ranking Member Small Business Committee 

B343-C Rayburn House Office Building 
Washington. DC 20515 


Honorable Tom Davis (VA) 
Chairman Government Reform 
Committee 
via: 

2157 Rayburn House Office Building 
Washington, DC 20515 


Honorable Henry A. Waxman (CA) 
Ranking Member Government Reform 
Committee 

via: 

B350A Rayburn House Office Building 
Washington, DC 20515 


Dear Chainmen and Ranking Committee Members: 

On behalf of Arctic Slope Regional Corporation (“ASRC”), thank you for the oppcMTunity 
to present the following written testimony, for Inclusion in the June 21, 2006, U.S, House 
of Representatives' Small Business Committee and Government Reform Committee joint 
hearing record concerning the Government Accountability Office (GAO) Report. 
Contract Management: Increased Use of Alaska Native Corporations' Special 8(a) 
Provisions Calls for Tailored Oversight (GAO-06-399). 

ASRC - Who We Are: ASRC is the largest of the 1 3 Alaska Native Regional Corporations, 
created by Congressional mandate under the Alaska Native Claims Settlement Act [43 
USCA §1601 et seq.]. ASRC’s nearly 9,500 shareholders are Inupiat (Eskimo) Natives of 
the northern most region of Alaska ~ one of the coldest and most remote areas on 
earth where 300 days a year the temperature Is below freezing. ASRC has been 
Charged by Congress with the task of providing economic development for our 
shareholders, which includes providing them with income, educational opportunities, 
jobs, career skills and training. 

How ASRC Shareholders have benefited from the 6(a) Program: ASRC and Its 
shareholders, like many of the Alaska Native Corporations (“ANCs”), have benefited 
from participating In the S8A 8(a) Program. The 8(a) Program has helped build our 
governmental revenue base and diversify our overall industry portfolio. The 8(a) 
Program has been particularly helpful to ASRC because federal contracting can occur 
anywhere in the United States and abroad and is not limited to the Arctic Slope Region, 
where more than half of our shareholders reside, thousands of miles away from major 
markets or Industrial centers. The 8(a) provisions that are unique to ANCs and Tribes are 
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essential because, unlike other small businesses that are owned by and benefit a few 
individuals, ANC and Tribaliy owned 8(a) businesses generate revenue and benefits for 
hundreds and thousands of tribal members or shareholders who are their ultimate 
owners. The Native 8(a) provisions have resulted in just what Congress intended, 
facilitation of Native communities’ economic diversification and self-determination 
while fulfilling governmental obligations to American citizens. ANC participation in the 
8(aj Program also contributes to the development of new competition and efficiencies 
for the few large businesses that dominate certain procurement markets by diversifying 
the pool of suppliers. When our companies graduate from the 8(a) Program, they are 
better positioned to succeed in full and open competition for government contract 
awards within their respective markets. 

ASRC is proud of the increased business capabilities and skills our shareholders have 
gained through the active participation of our subsidiary companies in the 8(a) 
Program. From 1999 to 2004, ASRC funded $5.3 million in scholarships to shareholders 
and descendants and paid $6.9 million in dividends to its shareholders. In 2004 alone, 
ASRC funded $750,000 in local shareholder assistance programs for medical related 
travel or funeral expenses and elder's programs; a significant portion (approximately 
one-third) of all the foregoing benefits can be traced to revenues generated from our 
8(a) companies. Through the 8(a) Program we know we are building self-reliant 
communities for future generations that will end the centuries long cycle of Native 
poverty and economic dependence on the federal government. 

A prime example of how the 8(a) Program directly benefits individual Native Americans 
can be found in ASRC shareholder Roberta “Bobbi" Quintavell. Bobbi obtained 
funding for her college education from Arctic Education Foundation, ASRC’s non-profit 
affiliate. She then worked as an ASRC management intern to gain essential business 
experience before taking an executive position in subsidiary management. Three years 
ago, Bobbi's hard work and ingenuity brought her to the Presidency of ASRC 
Constructors, Inc. (“ACI"), an ASRC 8(a) company. Recently Bobbi was promoted to 
the President and Chief Executive position of the newly formed ASRC Construction 
Holding Company, LLC that will oversee ACI and a number of other non-8(a) 
construction entities. Bobbi's demonstrated leadership has also earned her a position 
on the ASRC Board of Directors where she co-chairs the ASRC Board Audit Committee. 
Bobbi is a living example of how the 8(a) Program is helping ANCs to nurture and 
harness the career development potential of their Native shareholders. 

We Do Excellent Work For Fair Value: ASRC owns and manages eight (8) subsidiary 
companies that actively participate in the 8(a) Program. Our subsidiaries provide 
excellent sen/ice at fair value to the agencies they serve. We do top quality work and 
many of our 8(a) companies have received industry awards and agency 
commendations, including the following: consistently achieved "exemplary" ratings 
from NASA: BEALE Site Awards such as Key Contractor Contributor to Team Beale's 
Installation Excellence Award; 21®* Space Wing Operational Group's Top Operator 
Maintenance & Supply Contractor: I00%X2 award fee (highest ever in history); 
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“Excellent" rating by Air Force Space Command Inspector General's Site Compliance 

Inspection; and 21 SW "Gold Knight" Team Award for outstanding contractor support. 

ASRC Subsidiary Recognition & Awards: Specific examples of ASRC government 

contracting subsidiary recognition and awards include the following: 

ASRC Aerospace Corporation — NASA and Space Industry Awards 

• 2006 Florida Space Authority - Florida Space Business Award 

• 2005 Scientific & Technical information Center - Federal Library of the Year 
Award (ASRC Aerospace provides 60% of staff) 

• 2004 NASA Kennedy Space Center (KSC) Small Disadvantaged Business 
Contractor of the Year 

• 2004 ISO 9001:2000 Registration at both Greenbelt Maryland and NASA 
Goddard Space Flight Center locations 

ASRC Communications, Ltd. 

• AFOTEC rated ASRC Communications Ltd., as “Outstanding" (5 on a scale of 1- 
5) on all items performed under a $3 million contract, including quality and 
timeliness of service, business relations, customer satisfaction and overall 
performance 

Arctic Slope Airfield & Range Services (ASARS) -- U.S. Army Written Commendations 

• From Headquarters, Multi-National Force, Iraq, a letter written by U.S. Army 
Colonel John C. Hudson, stating that ASARS team’s training efforts would 
"...positivety impact enhanced infrastructure security... and the delivery of goods 
and services to the citizens of Iraq..." The letter goes on "... the ASARS 
management staff has proven to be a valuable nation-building partner and 
team member that has been integral to implementing the United States 
Government’s goals and objectives in this most troubled region of the world." He 
concludes by saying, “[ASARSJ team and corporate partnering and 
responsiveness in a timely, efficient, and professional manner. „has resulted in a 
flawlessly executed contact... " 
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• Written commendation by U.S. Army Colonel Richard Lexvold, states that in the 
"...ongoing effort of the Iraqi populace to achieve Independence [ASARS is to 
be commended for its] willingness to go beyond the normal; to face great risks 
and yet provide a quality program to train Iraqi guards." He ends his letter by 
making the sterling commendation that ASARS’s “...management, operation 
and site team members have proven to be a valuable force... As a partner to 
this process implementing campaign plan goals and objectives ASAKS has 
shown that if is a company that can be relied upon to complete agreed upon 
statement/scope of work related tasks in a timely, efficiertt. and professional 
manner. ASARS has much to be proud [of] in the completion of this project and I 
would highly recommend your team for future projects." 

Draft Report by the Special Inspector General for Iraq Reconstruction (SIGIR): On April 
28, 2006, the Special Inspector General for Iraq Reconstruction (SIGIR) released an Audit 
Report concerning certain Task Force Shield contracts. One of the contracts addressed 
in that report was a contract involving the building of a training facility for, and 
subsequent training of, Electrical Power Security Service (EPSS) guards that was held by 
Arctic Slope Airfield & Range Services (ASARS), an ASRC 8(a) company. 

ASARS strongly believes that certain conclusions in the report concerning the EPSS 
contract are incorrect and/or based on incomplete or inaccurate information. ASARS 
has requested and obtained a meeting with SIGIR officials to address ASARS's 
concerns. ASARS has provided the SIGIR with additional documentation concerning 
the issues raised In the report which ASARS believes will resolve the issues discussed in 
the report. ASARS appreciates the SIGIR’s willingness to consider this information, and 
remains firm in its belief that there have been no shortcomings, intentional or otherwise, 
in ASARS's performance of the EPSS contract. In fact, ASARS’s construction, 
management and training performance prompted U.S. contracting representatives to 
dub the facility an “Iraqi Security Training Center of Excellence". Today, the training 
facility remains in use to prepare Iraqis in counterinsurgency techniques. 

ASRC Urges Committee Support of fhe 8(a) Program for ANCs t Natives: In assessing 
both the SIGIR Audit Report and the GAO Report on ANC 8(a) Program participation, 
ASRC requests the Committee to disregard distorted media hype and look at the 
actual record of ASARS's strong performance in Iraq and the ANCs overall positive 
performance in the 8(aj Program. ASRC further notes that the GAO Report did not find 
ANC abuses. GAO indicated that SBA needs to exercise greater oversight over the 8{a) 
Program as it applies to ANCs so the program functions more effectively to accomplish 
what Congress intends: economic development for disadvantaged Natives. ASRC 
concurs. Congress should preserve the benefits of the Native 8{a) provisions as a 
significant method for reaching the desirable goal of Native economic self-sufficiency. 
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On behalf of ASRC and its nearly 9,500 Inupiat citizens, 1 respectfully urge you to 
continue supporting the SBA 8(a) Program and Native provisions. If I may answer any 
questions or provide further information about the content of this written testimony, 
please contact me by e-mail at: auDicksoun@asrc.com or telephone: 907.339.6000. 

Sincerely, 

ARCTIC SLOPE REGIONAL CORPORATION 

An Alaska corporation 

Alma M. Upicksoon 

V.P. & General Counsel 


cc: Congressional Delegation 

Native American Contractors Association 
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Austin, Teresa 


From: ^arl Lehr 

Sent: Saturday, June 17, 2006 6:35 PM 

Cc: 

Subject: GAO Report 


Honorable Tom Davis (VA) 

Chairman Government Reform Committee 
Via : Teresa. A ustin @ma ii. hous e . gov 
2157 Rayburn House Office Building 
Washington, DC 20515 


June 17, 2006 



Dear Chairman Davis: 

I submit the following statement for Inclusion in the June 21, 2006, U.S. House of 
Representatives' Small Business Committee and Government Reform Committee joint hearing 
record concerning the Government Accountability Office (GAO) Report, Contract Management: 
Increased Use of Alaska Native Corporations' Special 8(a) Provisions Calls for Tailored Oversight 
(GAO-06-399). 

As you may know, the Native SBA 8(a) provisions are a rare example of federal policy 
promoting Native American government-to-government participation in the federal marketplace 
successfully. The 8(a) program has helped tribal communities build our governmental revenue 
base, diversify our economies and provide jobs, education, and services and community-wide 
benefits to a group of Americans historically far less able to access the American dream. The 8(a) 
program has been particularly helpful to those tribes and Alaska Native Corporations that are 
located far away from major markets or industrial centers because federal contracting can occur 
anywhere In the United States and abroad. 

The Native 8(a) provisions have resulted in just what the Congress intended - facilitation of 
Native communities' economic diversification, self-determination and the ability to fulfill our 
governmental obligations to our citizens. The program has also been a good bargain for taxpayers 
by giving Native American companies a foot In the door In certain industries. It contributes to the 
development of new competition and efficiencies for the few large businesses that dominate certain 
markets by diversifying the poo! of suppliers. We are proud of our increased business capabilities. 
We know we are building self-reliant communities for future generations. Congress should 
preserve the benefits of these Native 8(a) provisions. 

On behalf of the citizens of the Kake Tribal Corporation, I respectfully urge you to continue 
supporting the SBA's Native 8(a) Program and Nativ e provisions . If I may answer any questions or 
provide further information, please contact me at 

Sincerely, 

Karl F, Lehr, 

General Manager 
Kake Tribal Corporation 

cc: Congressional Delegation (Alaska) 

Native American Contractors Association 


6/19/2006 
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STATEMENT OF THE 

NATIONAL CENTER FOR AMERICAN INDIAN ENTERPRISE DEVELOPMENT 

FOR THE 

JOINT OVERSIGHT HEARING 
OF THE 

HOUSE COMMITTEE ON GOVERNMENT REFORM 
AND THE 

HOUSE COMMITTEE ON SMALL BUSINESS 
ON 

JUNE 21, 2006 


The National Center for American Indian Enterprise Development (“NCAIED”) is pleased to 
present this testimony for the Joint Oversight Hearing on government contracting activities of 
Alaska Native Corporations under Section 8(a) of the Small Business Act and the April 2006 
report issued by the Government Accountability Office entitled “Increased Use of Alaska Native 
Corporations’ Special 8(a) Provisions Calls for Tailored Oversight” (GAO-06-399) (the “GAO 
Report”), 

Formed in 1969 as a non-profit 501 (c)(3) organization, the NCAIED has evolved into a network 
of centers that provide technical assistance and business development and management 
consulting services primarily to Indian Tribes, Alaska Native Corporations (“ANC”), Native 
Hawaiian Organizations, and businesses owned by Native Americans, Alaska Natives, and 
Native Hawaiians nationwide. It is the longest serving Indian business development assistance 
provider, having begun offering its services over 35 years ago as the United Indian Development 
Association. In fact, UIDA presented significant testimony at two important oversight hearings 
back in 1987 on the “Indian Financing Act and Buy Indian Act” and in 1988 on “Barriers to 
Indian Participation in Government Procurement Contracting.” 

It is essential that this Joint Hearing record include the historical foundation of the special 8(a) 
provisions at issue here, so that the Committees are mindful of the barriers and other issues that 
have prevented and still hinder economic development and diversification activities in our Native 
communities across the United States. This testimony reviews this background, comments 
briefly on the GAO Report, and makes several recommendations for future action. 

Earlier Oversight Hearings on Indian Business Development 

The NCAIED has always been instrumental in spurring the progress of Native businesses, 
particularly in the procurement arena. Its leadership supported the 1986 amendments to Section 
8(a) that made Tribes eligible for the program, and was called upon to testify at subsequent 1987 
and 1988 oversight hearings of the Senate Indian Affairs Committee. At the February 1988 
oversight hearing on “Barriers to Indian Participation in Government Procurement Contracting,” 
several Indian business leaders urged enactment of additional 8(a) provisions to assist 
contracting companies owned by Tribes and American Indian and Alaska Native individuals 
(“AI/AN”) whose growth lagged far behind that of other groups. ALAN businesses totaled 
14,843 and generated gross receipts of just $646.7 million. See Oversight Hearing on “Barriers to 
Indian Participation in Government Procurement Contracting,” Senate Select Committee on 
Indian Affairs, 100th Cong. 2d Sess. 80 (1988). These numbers represented only 1.8% of the 
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total number of small businesses, and with a mere 1.4% in gross receipts of all minority-owned 
businesses, combined. Comparative figures showed: 248,141 Hispanic-owned companies with 
gross receipts of nearly $15 billion; 339,239 African American-owned firms with gross receipts 
of $12.4 billion; and 240,799 firms owned by Asian American and other minorities with gross 
receipts of nearly $17.3 billion. Id. To reach parity with these other groups on a per capita basis, 
it was estimated that a 4,000% increase in Native business ownership would be needed. Id. 

Ronald Solimon, now Chairman of NCAIED’s Board of Directors, testified at the 1988 hearing 
as then CEO of Laguna Industries, Inc. about his collaboration with Raytheon Corporation, the 
Department of Defense (“DOD”) and the Small Business Administration (“SBA”). Under a 
Memorandum of Understanding among Laguna, DOD and SBA, Laguna Industries was 
permitted to joint venture with Raytheon, and receive award of a DOD contract. So successful 
was this model that Mr. Solimon recommended that the Congress amend Section 8(a) to 
authorize 8(a) companies owned by Tribes or ANCs to joint venture with companies that could 
mentor them along the way. 

The low level of federal (particularly defense) contract awards to Native-owned firms greatly 
concerned then Committee Chairman Daniel K. Inouye. He emphasized that “directing [the] 
purchasing power [of the U.S. Government] to accomplish social goals such as assisting 
disadvantaged members of society is well established” and acknowledged that “unfortunately, . . 

. this public policy goal has not been achieved with respect to the participation of businesses 
owned by [NJative Americans.” Id. at 2.‘ In keeping with federal Indian policies, he 
acknowledge that it is Native groups’ “common trust relationship with the United States” that 
“allow[s] the Congress to legislate unique benefits and treatment for the Native Americans.” Id. 

Responding to these recommendations, the Congress passed the Business Opportunity 
Development Reform Act in late 1988 (as well as amendments authored by Congressman 
Rhodes in 1990) that added the special provisions in Section 8(a) now applicable to companies 
owned by Tribes and ANCs. Congress included these special 8(a) provisions recognizing that 
Tribes and ANCs, as representative organizations, are responsible for generating continuing 
income and jobs for and improving the livelihood of hundreds or thousands of tribal members 
and Native shareholders. 

In parallel action in 1988, the Congress also amended the Procurement Technical Assistance 
Centers Program to target assistance to Indian Country. It authorized creation of American 
Indian PTACs, or AIPTACs, designed to serve multiple Bureau of Indian Affairs areas. Many of 
these AIPTACs now operate within the network of the NCAIED’s centers, and help Native- 
owned companies learn how to navigate the complex federal procurement marketplace using the 
8(a) program and other procurement and business development tools available to them. 


' The pubEc poUcy referenced in Chairman Inouye’s 1988 statement derives from the U.S. Constitution’s grant to 
Congress of the power “to regulate Commerce . . . with the Indian Tribes.” Article I, § 8, f 3. This Constitutional 
provision, and its interpretation in subsequent landmaik Supreme Court decisions, gave rise to the fede^ government’s 
special poEtical relationship with and trust responsibilities to the Tribes. See Cherokee Nation v. Georgia . 30 U.S. 1 
(1831): Worcester v. Georgia . 31 US. 515 (1832). Thus Concessional enactments bestowing special n^ts to Tribes and 
ANCs are based on this poEtical relationship and trust obEgarion, not on a racial classification designed to remedy past 
racial discrimination. 
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NCAIED and Indian Business Development Today 

For over 35 years, the mission of NCAIED, to develop the American Indian private sector, has 
been Mfilled through its headquarters and supporting non-profit centers across the country. 
Unlike the Small Business Development Centers, the NCAIED related centers have always 
targeted their services and other assistance to Tribes and individual Native entrepreneurs seeking 
to form or expand existing business ventures. Specifically, the NCAIED mission is fulfilled 
through federal cooperative agreements performed by: 

❖ Five American Indian Procurement Technical Assistance Centers (“AIPTACs”) funded 
by the Defense Logistics Agency, Department of Defense (“DOD”); 

❖ Three Native American Business Enterprise Centers (“NABECs”) funded by the 
Minority Business Development Agency (“MBDA”), Department of Commerce; and 

❖ A Tribal Technical Assistance Program funded by the Department of Transportation. 

These centers operate in the following locations: Mesa, Arizona and El Monte and El Segundo, 
California serving the Southwest area; Seattle, Washington assisting the Pacific Northwest area 
and part of Alaska; Poison, Montana, serving the Northern Plains area; Denver, Colorado, 
serving states south of the Plains area; Marietta, Georgia through UIDA Business Services 
serving the Southeastern area; and Washington, D.C. through UIDA’s service to the 
Northeastern area. These centers help the DOD, MBDA, SBA, the General Services 
Administration, and other federal agencies in implementing many programs, including the 
Mentor Protdge programs, the HUB Zone Program, the 5% Indian Incentive Program, Electronic 
Commerce/Electronic Data Interchange and myriad other defense requirements. The centers also 
provide training on how to register electronically with the Federal Government, how to identify 
marketing opportunities and market goods and services, and how to navigate various 
procurement requirements (including the acquisition of commercial products). More general 
business services include helping companies develop business plans, secure financing, find 
business partners, learn the federal procurement ropes, apply for 8(a) program certification, 
market their capabilities, identify contracting opportunities, prepare proposals, and win contracts. 

In addition to their existing responsibilities, the NCAIED’s centers are implementing new 
procurement assistance projects, such as a web portal, a call center, and an information 
clearinghouse of federal and private sector information on economic development and 
procurement opportunities for Tribes, ANCs, and individuals who are American Indians, Alaska 
Natives, and Native Hawaiians. With greater numbers of defense and homeland security 
procurement actions, and the corresponding increase in demands for procurement technical 
assistance from AIPTACs, the NCAIED and its supporting centers are playing vital roles in 
promoting greater use of contracting companies owned by Tribes, ANCs, and other Native 
entities and entrepreneurs. 

As the above-mentioned cooperative agreements require the recipient organization to match the 
federal dollars with a significant amount (as high as 25 percent) of private funding, the NCAIED 
generally raises nearly 50 percent of its own funds. In addition to client work under these 

4 


4812818 



359 


statement of the National Center for American Indian Enterprise Development 

cooperative agreements, the NCAIED produces various events that train, promote and market 
Indian enterprises to the public and private sectors. One such event is the phenomenally 
successful Reservation Economic Summit & American Indian Business Trade Fair. At RES 
2006, over 2,300 individuals and 300 exhibitors attended, including Tribes, ANCs, federal and 
other government procurement officials, and corporate and Native business representatives. 

The NCAIED estimates that its operations have assisted approximately 80% of the Tribes in the 
lower 48 states and more than 25,000 Native enterprises, and have trained over 10,000 tribal 
members trained. Furthermore, due to its centers’ bid matching and other business assistance 
efforts, as well as the networking opportunities produced at the RES and other similar 
conferences, NCAIED clients have received over $1 billion in contract awards (translating to 
over 20,600 jobs) over the last 4 years. 

The results of all these efforts demonstrate real progress. The U.S. Census Bureau reported in 
1997 that its data (thought incomplete) showed 197,300 AI/AN-owned businesses in the United 
States, up 84% from 1992, employing 298,700 people and generating $34.3 billion in revenues. 
See 1997 Economic Census: Survey of Minority Owned Business Enterprises'. Company 
Statistics Series (2001). By 2002, Census estimates were 206,125 AI/AN-owned firms, up 4% 
from the 1997, but total revenues down 23% to $26.3 billion. See 2002 Survey of Business 
Owners, U.S. Census Bureau. 

Of the roughly 360 Tribes in the lower 48 states, about 60 have launched government contracting 
operations and applied for 8(a) program certification and many are very successful. The SBA’s 
list of the top 8(a) firms include many owned by ANCs and Tribes, and many have appeared on 
the Top 25 8(a) list of information technology firms. See Wakeman, 8(a)s Still a hit with ANCs, 
tribally owned companies, 20 Washington Technology (Sept. 26, 2005). 

In short, after years of being encouraged by Congress to do so, and after seeing the success of 
other Native contractors, more Tribes as well as ANCs are pursuing government sector 
opportunities. 

The GAO Report Confirms Native Business Successes 

The NCAIED views the above-recited Congressional initiatives to spur Native economic 
development as remarkably successful, and is gratified that the findings in the April 2006 GAO 
Report on ANC 8(a) contracting confirmed this important point. The NCAIED leadership 
believes that the GAO’s analysis was fairly thorough and balanced, and notes that the GAO 
reported no evidence of malfeasance. The NCAIED commends the GAO Report for including 
so much background information on the Alaska Native Claims Settlement Act and special 8(a) 
provisions that underpin the activities of the successful ANC 8(a) companies, and explaining 
how ANCs’ participation in the 8(a) program has helped them generate revenues to return 
benefits to their Alaska Native shareholders. The NCAIED also commends the Native American 
Contractors Association (“NACA”) for its insightful comments and helpful data, including the 
types of benefits that ANC contracting companies have returned to Alaska Native communities. 
Especially constructive were the NACA comments regarding the government-wide procurement 
challenges that stretch far beyond 8(a) contracting. 
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The year-long wait for the release of the GAO Report caused significant consternation, however. 
After experiencing first hand how long it had taken for the 8(a) program to make a difference in 
Indian Country, the NCAIED centers were exasperated. Rather than success breeding success, it 
seemed instead to breed jealousy and contempt. The rash of news articles early in 2005, leading 
to the Congressional requests for a GAO study of ANC 8(a) contracting, both concerned and 
affronted the NCAIED leadership. Native contractors were performing well in using the special 
8(a) provisions as an effective development tool, just as Congress had intended. So why were 
critics on the attack? 

Knowing how hard their clients have worked to do well and comply with myriad federal 
procurement requirements, the NCAIED leadership decided to launch its own review of 1) the 
motivations of the critics, and 2) the contracting experiences of 8(a) companies owned by Tribes 
and ANCs, and their record of working together. First, the NCAIED studied the critics’ 
speculation but could find no supporting facts and figures in any of the critiques penned by other 
8(a) contractors, or their associations, asserting that non-Native 8(a) companies were losing out 
to the ANC 8(a) companies. The NCAIED also saw evidence of a media campaign waged 
against an ANC for having subcontracted with a large company against which a disgruntled 
union had a long-standing labor dispute. 

Second, to assess the track record of the special 8(a) provisions, the NCAIED looked back at the 
legislative history of the special provisions and reached out for progress reports from many of 
the 8(a) companies assisted by NCAIED and its supporting centers. The NCAIED found, as it 
expected, that the special 8(a) provisions have resulted in just what the Congress intended - 
facilitation of Native communities’ diversification, self-determination and economic self- 
sufficiency. The Mentor-Protege Programs of the various federal agencies (e.g., SBA, DOD) 
also have helped in strengthening Tribal- and ANC-owned companies. In addition, the NCAIED 
confirmed the success of its own information efforts to foster informal types of mentoring and 
partnering by helping Tribes and ANCs find teaming partners and subcontractors. As one 
example, the NANA Development Corporation and its subsidiaries have agreed to work with 
each of our centers to help fill the requirements of their contracts for various types of 
subcontractors. 

To help expand such partnering, not only among Native contractors but also with other small 
business partners, the NCAIED has been conducting special 8(a) panel discussions at the various 
Indian business development and procurement technical assistance conferences hosted or co- 
hosted by its centers over the last year. These sessions have focused on the special S(a) 
provisions, their history, purpose, and results. The CEOs of many 8(a) companies owned by 
Tribes or ANCs have described their 8(a) experiences as part of procurement training workshops. 
And, to memorialize the importance of partnering results, the NCAIED and NACA have 
negotiated and executed a Memorandum of Understanding. This joint effort has launched a 
partnering and subcontracting demonstration program to encourage greater collaboration among 
Native and other contractors in bid matching, joint venturing, teaming and performing federal 
contracts. The NCAIED is also reaching out to other organizations representing 8(a) and other 
small contractors to find common ground and agree on joint efforts that will succeed in 
persuading the federal agencies to meet (and possibly even exceed) their 23% small business 
contracting goals. 
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Addressing SBA’s Oversight Responsibilities 

The NCAIED concurs with the GAO Report’s conclusion that the appropriate corrective actions 
are for the SBA and federal procurement agencies to strengthen their oversight of contracting 
activities under the special 8(a) provisions applicable to ANCs and Tribes. All of the 
recommended actions will require more personnel to determine, for example, how to define 
certain key terms (such as when an 8(a) company may gain a “substantial unfair competitive 
advantage in an industry”), or how to collect better, more complete data on an 8(a) company’s 
revenues in its primary and secondary industry codes, or how to monitor compliance wit 
subcontracting limitations, etc. The SBA will need to allocate more staff time to implement the 
GAO’s recommendations and involve other interested parties in the process. As the special 8(a) 
provisions apply to Tribes and ANCs, as do the consultation requirements of the Executive 
Orders on Tribal Consultation, the NCAIED and other national organizations representing Tribes 
and ANCs stand ready to work with the SBA as it begins its deliberations. 

To help begin the discussions, the NCAIED offers the following recommendations: 

1. Create an SBA Office of Native Entrepreneurship : 

The NCAIED recommends the creation of an SBA Office of Native Entrepreneurship that would 
provide the additional administrative and procurement support and oversight that are becoming 
increasingly important as contracting companies owned by Tribes, ANCs and other Native 
entities expand in number. Such an office would enable the SBA to implement the GAO’s 
recommendation that SBA tailor its policies and practices to deal more effectively with the 
complexities of ANCs’ and Tribes’ business structures, joint ventures and other partnering 
arrangements. This office also could coordinate the provision of business development 
assistance to Native entities. Although several legislative proposals have offered different 
approaches and grant funding for Native business development, statutory changes may not be 
necessary. The SBA could proceed on its own to form this office and specify the type of 
business assistance to be provided. The NCAIED recommends a collaborative approach that 
would involve AIPTACs, NABECs, SBDCs and tribal colleges working together to develop 
ways to expand services to Native communities (based on consultation with Tribes) most 
efficiently, and without duplication of efforts and costs. A Joint pilot grant program requiring 
such collaboration would make most sense if legislation is considered. As the NCAIED and its 
network of AIPTACs and NABECs already have figured out how best to deliver business 
development services to Indian Country, we are prepared to help the SBA in figuring out best to 
fulfill its responsibilities to assist small businesses of all types, and exercise oversight of small 
business contracting, particularly 8(a) contracting, as recommended in the GAO Report. 


2. Better Implementation of the Special 8(a) Provisions : 

The NCAIED recommends, and will work with the SBA on, better implementation of the special 
8(a) provisions by: 

a) advising on needed improvements to the 8(a) certification process for Tribes, ANCs 
and other eligible applicants; 
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b) proposing more clearly defined terms and definitions, including the development of 
uniform definitions applicable to tribal- and ANC- owned 8(a) firms so that data collected will 
more accurately reflect the true levels of participation by these entities; and 

c) assisting with the improvement and more comprehensive collection and submission of 
contracting data by 8(a) companies so as to help SBA and other federal agencies better fulfill 
their obligations to oversee 8(a) contracting. Such improved reporting could include, for 
example, data on 8(a) revenues in each primary and secondary industry codes, a company’s mix 
of federal contracting versus commercial business, and benefits disbursed to Native 
communities. 

3. Meeting land Exceedinel Small Business Contracting Goals : 

The ANCs, Tribes, NCAIED, NACA and the other national organizations representing 8(a) and 
other contractors must rally together to focus much more attention on the question of what can 
be done effectively to improve the record of all federal agencies in meeting both their prime and 
subcontracting gois for awards to small and minority businesses. With the significant growth in 
the federal market, there is no good excuse for the current, substantial decline in the percentage 
of contract awards to small businesses. The NCAIED recommends that all the key players in the 
small business community come together, meet, discuss openly their different perspectives, and 
reach a consensus on how best to ensure that all the federal procurement agencies develop, 
publish and implement more aggressive policies and procedures to meet, and possibly even 
exceed, their goals for contract awards to small and minority businesses. The two House 
Committees conducting this hearing can be the first in Congress to help by endorsing this 
approach. 


The NCAIED thanks the Committee for the opportunity to present these remarks and 
recommendations. 
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Rep. Henry A. Waxman 
Ranking Minority Member 
Committee on Government Reform 
U.S. House of Representatives 
June 21, 2006 


Document Analysis — — 

Problems with Alaska Native Comoration 
Contracts 


On March 4, 2005, Chairman Tom Davis and Ranking Member Henry A. Waxman jointly 
requested documents regarding federal contracts with Alaska Native Corporations (ANCs) from 
the Departments of Defense, Homeland Security, and State.' In response, these federal agencies 
provided thousands of pages of documents. The documents obtained by the Committee highlight 
significant problems with no-bid contracts with ANCs, including political interference with the 
contracting process and serious performance deficiencies. 

The discussion below summarizes some of the documents relating to two of the ANC contracts: 
(1) a Transportation Security Administration Contract for maintenance of airport screening 
equipment, and (2) a National Imagery and Mapping Agency contract for information 
technology services. 

TSA Contract for Screening Equipment Maintenance 

In late 2004, the Transportation Security Administration (TSA) planned to hold a competition for 
a contract for maintenance of airport screening equipment. The plan was for companies to 
submit informal “white paper” proposals before a formal “Request for Proposal” was sent to a 
smaller number of select contractors. An ANC named Chenega was among the contractors who 
made it to the second round. 

Documents obtained from the Department of Homeland Security show that this ongoing 
competition was halted in response to political pressure. According to a November 1, 2004, 
email from Lee Kair, the Acting Assistant Secretary for Acquisition at DHS, the entire Alaska 
congressional delegation was pushing for Chenega to receive the work under an existing no-bid 
contract it had with the DHS Customs and Border Patrol Office. The email states: 

After the receipt of these white papers, we received inquiries by Senators Murkowski and Stevens 
and Chairman Young concerning an Alaska Native Corporation named Chenega, Staff from 


' Letter from Reps. Tom Davis and Henry A. Waxman to Donald H. Rumsfeld, Michael Chertoff, and Condoleczza 
Rice (Mar. 4, 2005). 
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these offices have been adamant that we evaluate an option using a [Customs and Border Patrol] 
contract with Chenega for similar services? 

A letter from Assistant Secretary of Homeland Security for TSA David M. Stone to Senator 
Stevens confirms that “on October 1 9, 2004, members of [Admiral Stone’s] staff met with a 
member of Senator Murkowski’s staff and Ms. Kate Williams from [Sen. Stevens’] office 
regarding the Airport Security Equipment Maintenance procurement.”’ 

Following this meeting, Senator Murkowski’s chief counsel and TSA officials discussed the 
outcome of the meeting in a series of emails. Senator Murkowski’s staff clearly believed that 
they had successfully influenced TSA. According to an October 22, 2004, email from the chief 
counsel to the TSA congressional liaison: 

Senator Murkowski greatly appreciates the time and effort of TSA to come to our offices to met. 
Mr. Lee Kair was very understanding our the Alaska Delegations’ concerns. ... As a result of that 
meeting our specific understanding is that TSA will not release the RFP until after Chenega has 
had a chance to make a presentation of capabilities using the procurement options including the 
use of the Customs mechanism. The cost savings in time and money are quite significant. If the 
agencies decided to consider fair and open competition, please let me know what analysis has 
been done to address the increased cost and time for the bid process. 

The congressional liaison replied, “In order to guarantee equal and fair opportunity for all 
companies competing for work on this project, TSA articulated in Monday’s meeting that we 
would be unable to individually meet with Chenega.”’ 

Senator Murkowski’s staff was not satisfied with this response. A reply email from, the chief 
counsel states: 

We strangely have very different recollection of the discussions. We were under the distinct 
understanding that TSA was going to confirm there were no impediments to meetings with 
Chenega but there was going to be an opportunity for Chenega to present what cost savings and 
technologies exist prior to the release of the RFP. ... It would appear TSA had a different agenda 
or conclusion from our meeting."’ 


^ Email from Lee Kair (Nov. 1, 2004). 

’ Letter from Admiral David M. Stone, Assistant Secretary of Homeland Security for Transportation Security 
Administration, to Senator Ted Stevens (Jan. 3 1 , 2005). 

^ Email from Jon DeVore, Chief Counsel to Senator Lisa Murkowski. to Congressional Liaison, Transportation 
Security Administration (Oct. 22, 2004). All spelling and grammatical errors in the original. 

' Email from Congressional Liaison, Transportation Security Administration, to Jon DeVore, Chief Counsel to 
Senator Lisa Murkowski (Oct. 25, 2004). 

^ Email from Jon DeVore, Chief Counsel to Senator Lisa Murkowski, to Congressional Liaison, Transportation 
Security Administration (Oct. 25, 2004). 
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When Lee Kair, the Acting Assistant Secretary for Acquisition, saw this email, he wrote: “The 
only commitment I made was to ensure that there were no impediments in the language of the 
RFP around alternative proposals such that Chenega’s alternative proposal would be evaluated 
fairly.”’ He also stated: “I’m not sure how we got to this point.” 

Nevertheless, TSA appeared to succumb to this political pressure and gave Chenega special 
access to present its no-bid plan to TSA. A November 29, 2004, letter from Mr. Kair to Chenega 
thanked the ANC for its “presentation to the joint DHS panel convened on November 19“* 2004 
to evaluate your alternative approach to TSA’s solicitation for logistics support for security 
equipment at the nation’s airports.”* 

Ultimately, Mr. Kair and TSA opted to proceed with the competition. 

National Imagery and Mapping Agency IT Contract 

In 2001, the National Imagery and Mapping Agency (NIMA), now the National Geospatial- 
Intelligence Agency, decided to transition its information technology and services functions to an 
Alaska Native Corporation. The company, NJVC, is a joint venture formed by two ANCs, 
Chenega and Arctic Slope Regional Corporation. It received a no-bid, 15-year contract worth up 
to $2.2 billion that began on January 1 , 2002. By March 1 5, 2005, the contract was worth $550 
million.* Under this cost-plus contract, NJVC can receive a fee of up to 9%.'* 

Documents obtained from the Department of Defense reveal that NJVC’s performance has been 
seriously deficient with respect to security issues. In a March 2003 award fee evaluation, the 
ANC received a “poor” rating for its security performance. ' ‘ Security incidents involved the 
misuse of computer resources, the improper securing of vault areas, and the lack of necessary 
security clearances. Despite these lapses, NJVC received 81% of the maximum award fee for 
the one-year period. 

A September 2003 award fee evaluation resulted in a security score of 0 and a security rating of 
“poor.”’^ In one case, a NJVC employee “traveled with un-marked, classified documents” and 
“took clearly marked, classified documents offbase and to the motel with him.” 

An August 2004 award fee evaluation gave NJVC a “marginal” security rating.'* The 
government found improper handling of bomb threats, improper handling of classified data, and 
improper securing of secure areas. However, NJVC received 87% of the maximum award fee. 


’ Email from Lee Kair, Acting Assistant Secretary for Acquisition (Oct. 25, 2004). 

* Letter from Lee Kair, Acting Assistant Secretary for Acquisition, to Ken Ogden, Chenega Technology Services 
Corporation (Nov. 29, 2004). 

^ National Imagery and Mapping Agency, Record of Modijication — NJVC (undated). 

National Imagery and Mapping Agency, Award Fee Plan (Dec. 14, 2001). 

National Imagery and Mapping kgQncy, Award Fee Evaluation for Base Year Period 2 (Mar. 5, 2003). 
National Imagery and Mapping Agency, Award Fee Evaluation for Option Year I P eriod 3 (Sept. 1 1 , 2003). 
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A Febraary 2005 award fee evaluation was the latest evaluation provided to the Committee. 
NJVC received another “poor” security rating due to a host of incidents involving failures to 
properly secure classified vaults, failures to properly handle classified information, and the 
misuse of computers to access “pornographic material.”’'' Yet the ANC received 77% of the 
maximum award fee for this period. 

'fhe documents also reveal that over three years into the contract, NJVC employees were doing 
only a small portion of the work. This contract involved shifting approximately 600 NIMA 
employees from federal employment to jobs with NJVC.” The same employees would do the 
same work, but would be employed by the ANC instead of the federal government. But by 
March 15, 2005, NJVC was only doing 36% of the work.'* The rest was being done by 
subcontractors and agency employees. In addition, the government evaluators found that 
“[tjhere were government people who were under the impression that NJVC was directing what 
is to be outsourced rather than the Government.” 


” National Geospatial-Intelligence Agency, Award Fee Evaluation for Option Year 2 Period 5 (Aug. 12, 2004). 

National Geospatial-Intelligence Agency, Award Fee Evaluation for Option Year 2 Period 6 (Feb. 1 5, 2205). 
” National Imagery and Mapping Agency, Program Summary Document (July 6, 2001). 

National Imagery and Mapping Agency, Fact Sheet — NJVC (Mar. 17,2005). 

National Imagery and Mapping Agency, Award Fee Evaluation for Option Year 1 Periods (Sept. 11, 2003). 
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